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II n'avait pas besoin d'espdrer pour entre-

prendre, ni de rdussir pour persdvdrer.

(See "On Chinese Currency" Vol. I).

I cannot begin this second volume of my work "On
Chinese Currency" without devoting a few words to

the memory of my compatriot Dr. W. A. Roest, my
first collaborator in the work on behalf of the Chinese

Currency Reform, who was formerly my private secretary

and in November 191 2 was appointed by the Chinese

Government as Monetary Adviser in my stead. His

loyalty, his extraordinary energy, his great gifts of

heart and head were appreciated not only by me, but

his unimpeachable sense of honour and impartiality

were also highly esteemed in a foreign country and

in strange surroundings and gained him a large circle

of friends. On his return journey to Peking he

became seriously ill in the train and, to our deep

sorrow, died within twenty-four hours of his arrival at

Mukden, on January 10, 19 13. I have lost in him

a true friend and a very able collaborator, and I believe

it is not too much to say that China and the foreign

Powers represented there by financial bodies, have also

suffered a heavy loss through his death, which indeed

was proved by the striking marks of sympathy shown

at his funeral at Mukden on the part of both Chinese

and foreigners.

After his decease the Chinese Government again
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honoured me by requesting me to act temporarily as

their honorary adviser and the Government, in accord-

ance with the views of the Currency Commission

under the Chairmanship of Dr. Chang Tsung Yuen

held at Peking, requested me to give my advice on

the organization of the Banking System and the

establishment of a Central Bank of Issue in China.

I now comply with this request by submitting this

book to the Chinese Government and to the various

groups of Banks with the approval of whose Govern-

ments I was proposed in 191 1 to the Chinese Govern-

ment as Monetary Adviser. True, the Bank of

China has meanwhile been founded and has commenced

operations. This fact notwithstanding, I trust that

the advice contained in the following pages will still

prove to have a raison d'etre, as the actual currency

reform has not yet really been taken in hand and the

Bank of China has therefore not been able to take

an active part in such reform ; and because, moreover,

the organization of the Bank of China will prove to

require reconsideration and, possibly, revision on some

points. Now that the very able Kaiserlicher Bank-

airector Dr. A. Arnold, of the German State Bank,

has in the meantime been appointed Adviser to the

Chinese Government, and as I have also had the

pleasure of discussing with him, before his departure

for Peking, the ideas expounded in this book, it is my
hope that this advice may still be of some use.

In preparing this second volume I have had the

advantage of the collaboration of Dr. W. Dyckmeester
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who succeeded Dr. Roest as my private secretary

for affairs relating to the Chfeiese Currency question.

I have further to acknowledge the kind assistance

extended to me by Mr. E. J. Labarre, Acting British

Consul at Amsterdam, in obtaining a precise rendering

of the ideas in correct English, a matter of considerable

importance for the proper understanding of the prin-

ciples laid down. I wish to express my hearty thanks

to them for their most efficient and highly appreciated

co-operation.

G. VISSERING.

Amsterdam, January 2, 19 14.





Great difficulty was frequently ex-

perienced in the course of this work

in clearly distinguishing between

different notions which had to be

expressed by means of one and the

same term in English. I have

attempted to solve this difficulty by

printing a genus with a small letter

and a species with a capital letter.

Thus the "management" is the way a

bank is managed and the "Manage-

ment" the Board of Managers; the

"central bank" is used when speaking

of a bank of issue in general and the

"Central Bank" (or only the "Bank")

whenever the "Central Bank ofChina"

in particular is referred to.

G. V.





In my previous work "On Chinese Currency", which

was published in July 191 2, I touched upon the

principal points which are to be kept in mind in any

future reform of the system of currency in China.

In this volume, which will treat more particularly of

"The Banking Problem" and which is to be considered

as a continuation of the first volume, I shall, in order

to distinguish it, henceforth refer to the book published

in 19 1 2 as: "On Chinese Currency I".

In that book I discussed in the first place those

questions which immediately arise on the introduction

of a change of the actual system of currency; at the

same time however I pointed out the very close

connection between the currency and banking systems

of a country, and I emphasized the fact that a decision

to reform the system of currency must inevitably

involve the adoption of general regulations for the

bank of issue, and that moreover the selection of

a banking system should, if we probe the matter,

really precede a currency reform, particularly as the

Central Bank to be eventually established would

have to play an important part in the organization of

a currency reform. I have therefore briefly indicated
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the formation and method of working of such

a Central Bank in China when such shall have been

established there.

On being again honoured by a request from the

Chinese Government to assist it, in the capacity of

Honorary Adviser, in its efforts to reform the prevailing

conditions in currency and banking, and in accordance

with the special request to draw up a scheme for a

Central Bank, I have attempted in the following

pages, under the title of "On Chinese Currency, Vol. II,

The Banking Problem", to indicate the general lines

upon which, in my opinion, such a central body,

particularly taking into consideration the conditions

in China, should be formed and conducted. In the

method of treatment these pages follow as much as

possible the lines of my first volume "On Chinese

Currency" so that I have again limited myself to the

leading principles and have avoided all details as far

as possible. The details can be better judged when

putting those leading principles into practice when

there will have to be faced the problems of different

local conditions in such a large country as China,

where there are such great racial differences, such

variations in the nature of the country, and where the

standard of living, local labour and trade conditions

of the masses and even the general characteristics ofthe

people are so widely divergent in the various component

parts. In applying those leading principles these

local differences will have to be taken into account.

In my previous work I abstained entirely from

quoting the opinion of others because my pamphlet

was rather a collection of principles for the use of



China, the correctness of which I was eventually

prepared to prove. In this book however, on questions

of principle, I have purposely quoted the opinion

of some of the greatest authorities in various countries,

in order to show still more clearly how men of

international repute in economics have gradually come

to agree fully on the various main points, although

these generally accepted principles are still being

repeatedly infringed in practice. As it is not at

all impossible that certain voices will be raised, not

only in China but also elsewhere, urging measures

contradictory to those principles, these verdicts may
serve as a serious warning, all the more weighty for

being international.





PART I.

GENERAL REMARKS.

CHAPTER I.

State or Private Bank?

One of the first questions to be considered is the

choice between the system of a State bank and a

private bank.

A bank of issue is not to be compared with a private

bank.

The bank of issue enjoys the special privilege of

issuing bank-notes which are generally accepted as a

medium of payment, and which in some countries are

legal tender to any amount as, for instance, in England,

France, Germany, Belgium and the Netherlands. In

those cases everyone is obliged to accept bank-notes

in legal liquidation of his claim.

The privilege ofissuing bank-notes is as a rule granted

either to one single institution (e. g. France, the Nether-

lands, Belgium, Russia, Sweden and Japan) or only to

very few. In the latter case they are mostly the

historical remains of a plurality of banks of issue

existing in regions which were formerly separate, but

were later united to one kingdom (e. g. Germany, Italy
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and also Great Britain). The United States ofAmerica

alone are an exception, as the National Banks issuing

bank-notes in that country already exceed 7500 in

number. (In 1913 there were 7525 National Banks),

Whatever system obtains, either that of one or more

banks of issue, the authorities have in every case

imposed certain regulations upon the banks of issue

with regard to the issue of notes.

The special privilege of the banks of issue and

the great confidence to be placed in the notes issued

have rendered the intervention of the Government

customary, nay, even necessary.

This obligation of the Government to pay special

attention to and to maintain a special supervision upon

the issue of bank-notes by the bank of issue has

convinced many that it is preferable to place the bank

of issue entirely in the hands of the State, and to exploit

the concern as a department of State, in other words

as a State bank. As a ground for this opinion it is

urged that from its special privilege the bank of issue

also reaps a special profit, and that this extraordinary

profit should therefore benefit the community in

general. The making of money has from ancient

times been considered as a kind of dynastic or ruler's

right; if therefore the State retains the right of minting

coin and of issuing paper money, the State could on

the same grounds retain for itself the issue of bank-

notes through the medium of a State banking concern.

It seems to me however that this view is very

one-sided, and I unconditionally agree with those who
are convinced that the institution of a State bank of

issue is, as a rule, greatly to be deprecated.
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Among the chief requirements of a bank of issue

are in the first place:- «
A. that the bank should enjoy the unbounded confidence

of the public;

B. that the bank should be absolutely independent;

C. that the bank should be conducted on sound

commercial lines.

These qualities are particularly indispensable in

times of crisis.

The weak points of a State bank are that such an

institution :-

A. in periods of tension so easily loses this confidence.

History shows us numerous cases where this confi-

dence was shaken, frequently not without reason;

B. is not only completely dependent upon the State,

but is even entirely made use of in the interests

of the Government, or even of those of a single

political party against the interests of many others;

C. has bureaucratic views instead of sane commercial

methods, in consequence of which the bank is

estranged from the actual economic life, and may

even act in conflict with it.

One of the first essentials required for the preservation

of the confidence in a bank-note is the maintenance of

its constant value. It is therefore necessary before

everything else that the "cover" for the bank-notes

issued should also have a value which may as far as

possible be considered constant.

The most certain cover for a bank-note is therefore

a precious metal the price of which is least liable to

fluctuation.

Gold has for the last forty years best answered
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this requirement. Hence practically all banks of issue

keep a considerable portion of their reserve in gold

in the form either of coin or bullion.

A bank of issue has, however, a double vocation, viz.,

1. to provide a medium of circulation of constant

value in the handy form of bank-notes or book

credits which are easily transferred to another

individual

;

2. to place its funds, which are mainly drawn from

the national wealth, at the disposal, as far as

possible, of the community by advances in the

form of discounts of bills, and loans of money on

the security of stocks and merchandise.

In this manner the bank of issue, which works

with funds drawn from the community or state, is in

its turn one of the greatest credit-givers of that

community.

In granting credit the bank of issue must however

be particularly circumspect, even more so than is

necessary for ordinary banking concerns. Whereas an

ordinary banking institution, even the largest, always

works in a limited district or region— no one is obliged

to come into contact with an ordinary bank against

his will, to place his confidence in it or grant it credit—
the bank of issue works over the entire country and

every class of the population comes into touch with

it either directly or indirectly. In the long run very

few can refrain from using bank-notes, and every holder

of a bank-note gives credit to the bank of issue. Hence

the special precautions which are required to warrant

the general confidence in the bank of issue and to

maintain the same.
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The granting of credit must therefore not only comply

with severe requirements, bu» must also be kept within

certain limits. The convertibility of the notes must

always be assured, and a very large reserve of metal or

other very liquid funds must therefore always be kept

on hand. Hence this credit can only be effected after

setting aside a certain amount of precious metal as

mentioned above, to enable the immediate payment or

issue of coin or other liquid funds to be made at any time

on presentation of its bank-notes. The latter is one of

the most efficient means ofmaintaining the confidence of

the public in the actual value of the notes; hence the

fact that in most cases the amount of precious metal,

with which a bank of issue must cover its issue of

notes is determined by law and, consequently, the

amount to which such a bank is authorized to employ

its funds for granting credit.

The laws on the subject in the various countries are

most divergent. It is, for instance, particularly remark-

able that in France, the country whose bank of issue

has on an average the highest metal stock in proportion

to its note issue, no minimum whatever of metallic cover

is prescribed. Nevertheless it is everywhere a fixed

rule, whether written or not, that the employment of

the available means after a metal stock has been set

aside, should be effected with the utmost care, and

the bank of issue must in this respect be even more

fastidious. These moneys put out by the bank of

issue must also be kept very liquid as they act as

reserve for bank-notes issued by the bank to a con-

siderable extent, frequently exceeding 50 %. On this

account all banks of issue abstain from granting
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advances without security, which ordinary banking

concerns are willingly prepared to do to sound clients

An exception has however been made of recent years

by some banks of issue. In various countries the

Government has, in consideration ofthe great privilege

granted to the bank of issue of having its notes

generally recognized as a medium of payment, hence

to a certain extent as money, demanded in return an

advance to the State upon which no interest is due, and

for which the State is not obliged to give any other

security than its own acknowledgement of the debt.

In this manner the Bank of France for instance, has

given the State a permanent loan of frs. i8o.cxdo.ooo;

the Bank of England may issue notes to the extent

of £ 1 1.015.000 without metallic reserve, against the

security of the English National Debt, which amount

for more than a century has been entirely taken up

by the State. In the Netherlands the State may

in this manner take up fl. 15.000.000.

In all these cases this arrangement was made

because, amongst other reasons, the State transferred

to the bank of issue a portion of its sovereign

rights of issuing instruments of payment. In all

those countries however it was at the same time

considered that this service demanded from the bank

by the State, should be kept within strict limits, and

that the State may not force the bank to give it more

credit on its mere signature, but that the bank must

be entirely free to refuse to grant any further blank

credit to the State. In this way the breach of the

principle that the bank of issue may not give blank

credit is kept within such narrow limits in those countries,
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particularly when the funds possessed by the banks

themselves as their own capital and reserve fund are

taken into consideration, that it may reasonably be

maintained that the bank-notes, besides being secured

by the metal stock laid aside, are further fully covered

by sound security. Nevertheless it remains a breach

of the principle prohibiting the granting of blank credit,

and countries having an excellent credit may indulge

in such a breach, provided it is kept within narrow

limits. Countries which do not possess such an

unlimited credit on the market, will have strictly

to abstain from making similar infringements of this

principle.

This is just one ofthe leading qualities which favour-

ably distinguishes the bank-note of a good bank of

issue from the so-called paper money. Under this term

is to be understood a promise of payment made on

paper issued by the State for purposes of currency

as its own acknowledgement of debt. Sometimes this

paper money is covered by a separate counter-value

as, for instance, in British India and the Straits Settle-

ments, where the Colonial Government has brought

paper rupees and paper dollars into circulation, but

on the other hand maintains a reserve composed of

metal and securities. In the Netherlands the Govern-

ment notes formerly issued by the State were also

covered by a sum entered in the National Register

of Debt; a questionable security this, seeing that the

debtor was the same for both, and that the only

guarantee of the State lay in the collateral security

of this amount of National Debt, which could not be

issued for other purposes, as being especially reserved
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against the issue of currency notes. In most cases

however State paper money is issued without any

special reserve whatever. If this is done as in Germany,

where such issue is expressly limited to the sum of

1 20.000.000 Marks, (which will however be raised to

three times that amount) bringing paper money into

circulation need not be considered serious, because

the credit of the German State is large enough to

guarantee the value of these notes at any time.

Nevertheless even in Germany, on the occasion of the

recent inquiry into the charter of the State Bank,

serious objections were raised on various sides against

the issue of this paper money as being in conflict

with sound financial policy.

State paper money is in bad repute. History offers

innumerable instances of the serious depreciation of

State paper money, even of its becoming totally

valueless. France provided sad examples in the days

of John Law, and with the assignats in the time of

the great Revolution ; in the same manner did America

make its old greenbacks of the Civil War notorious.

Austria, Russia and Italy have all had a period when

State paper money seriously depreciated owing to exces-

sive issue. In modern times the State of Nicaragua

is, for instance, still a most grave example of it ; the

premium on gold, expressed in paper money, which

in January 1901 amounted already to 295 0/^, in con-

sequence of excessive issue of paper, continually ran

up and in 191 1 even reached 2100 per cent, in other

words, paper money had fallen to less than 5 O/q of

its nominal value.

And how much trouble has China not already
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experienced by the notes issued as money by the

State Government or Provincial Governments becoming

valueless? History has so frequently and so clearly

shown, in ail parts of the world, how wrong the old

notion is that the State could make money in unlimited

quantities by the proclamation of laws which laid the

obligation on its citizens to accept the State paper

money at its full nominal value. The most severe

punishments, incarceration, maiming, banishment or

capital punishment have never been able to prevent

a depreciation in those cases where the Government

of the State itself sinned against sound economic

principles by attempting to press a fictitious value for the

paper money upon its citizens. The recent excessive

issue ofpaper in Canton has again proved this. Severe

punishment was attached to the refusal to accept the

paper money issued by the authorities at its full

nominal value. The paper was apparently accepted,

but the prices of commodities were raised to such an

extent that it clearly proved that the punishments

threatened were powerless to maintain the full pur-

chasing value of depreciated paper.

Recent examples of excessive issue of insufficiently

covered notes in China besides Canton are those of

the so-called Provincial Banks. In Appendix A at

the end of this book I annex some interesting inform-

ation relating to the abuse of those issues, interesting

particularly because the Guild of the banking profession

itself called the attention of the Chinese Government

to it. This example is only one out of many.

A circulating medium in the form of a promise

to pay on paper, such as the notes of a bank of
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issue or State paper money, only derives its capacity

of remaining in circulation at its face value from the

belief of the public that the full counter-value is

available, and that therefore the possibility exists,

indisputably, of exchanging this paper if necessary

for the full counter-value on application to those who

issue it. Whether this counter-value is in the form of

precious metal, proper security in merchandise, signa-

tories to bills who are fully reliable for the bill-liabilities,

or in the form of a so-called gold reserve abroad, is a

matter of lesser importance,- provided this counter-value

is present in some form or other and available when

necessary.

As soon as the public is no longer convinced of the

security, the fiduciary paper will inevitably depreciate

unless immediate exchange restores the public confidence

in the paper. This exchange is as a rule possible for

well-conducted banks, but this is but too frequently

not the case with State paper money. The imme-

diate result will be that the State paper money will

depreciate to the level of the national debt, indeed,

even lower, seeing that paper money does not even

bear interest. If State paper money had then already

been accepted for some time as if it really were equal

to money, it will in such a case immediately be clear

to the holders that this pseudo-money is nothing but

an acknowledgement of debt by the State, and must

be valued as such.

The bank-notes, having thus an advantage over

State paper money, must be protected against actions

which, in a circuitous manner, might cause them to

lose this advantage.
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A State bank is exposed to this danger to a serious

extent. It is just at criticafctimes that a State bank

is so easily made use of to promote the interests of

the Government ot the moment. It may be urged that

the interests of a Government would naturally be

identical with those of the people, but this is not always

the case. The Government may require assistance for

political purposes which are not in accordance with

the interests of the entire nation. The Government

cannot always properlyjudge of the commercial interests

of the bank, and the interest of a Government may
temporarily even be contradictory to the interest of

the nation. The latter case is possible if a foreign

enemy has taken possession of the Government in a

certain region.

If a Government requires money, it will try to place

a loan on the market. It may easily happen that this

issue is not successful, either because the interest

promised is not attractive enough for the market or

because the market itself is at that moment not in a

position to absorb the loan. In such circumstances

it is certainly a temptation for the Government to

use its power on the State bank to force the latter

to accept its bonds against payment of an equal

amount in notes of the bank, as the Government would

in this manner obtain the immediate possession of

money. What are the consequences however of such

an action for the community in general ? They may
be very serious. Let us first touch upon the question

of interest.

The bank is forced to take up as part of its invest-

ments those bonds of the Government which the market
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would not absorb because the rate of interest was too

low. By taking up these notes in at all considerable

amounts the funds of the bank which are still available

are employed to the extent of the Government debt

which has been taken up, and may easily be so exhausted

that the bank will be obliged to raise its bank rate.

Hence all other borrowers from the bank must pay a

higher rate. And yet further, the private banks generally

determine their rate for moneys lent in a certain rela-

tion to that of the central bank. A rise in the rate of

the latter thus immediately involves an increase of the

interest due by the debtors of all other banks. This in-

crease in the rate therefore causes its pressure to be

felt all over the country. A rise in the rate standard

is as a rule followed by a fall in prices, because many

people are forced to turn their stocks to money, even at

some sacrifice in the price. The general loss suffered

both on account ofthe higher rate throughout the whole

country and on account of a possible fall in prices of

various goods, will far exceed the comparatively slight

advantage gained by the Government by having forced

the State bank to accept its bonds at a lower rate.

It is therefore obvious that the Government would have

acted more in the public interests by paying a higher

rate, which would have afforded its bonds a readier

market, perhaps even in foreign countries.

Let us now consider the case that the low rate ot

interest is not the only obstacle for the market taking

up the Government bonds, but that the market is on

the whole unable to absorb them by reason of lack

of available funds. If in such a case the Government

should put pressure on the bank to force it to take
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up the bonds, the consequences would be even more

serious. The State bank^would then be obliged

to take up among its investments, which form a

reserve for its bank-notes, bonds which it could not

if necessary turn to money at the same price.

If this is done with large amounts, the inevitable

consequence will be that the bank is seriously weakened.

Suppose that the Government has pressed these bonds

in the form of paper money upon the population, then

such paper money would have depreciated immediately.

The notes of the central bank would equally be

exposed to such depreciation if it became known that

so many bonds, which have intrinsically not their full

saleable value, have been deposited as so-called cover

for the bank-notes. This will shake the confidence in

the bank-notes and when the insufficient cover becomes

known, they will also depreciate as if they were State

paper money with insufficient cover. In any case the

State paper which is looked upon with suspicion reaches

the public, although in a roundabout way. The imme-

diate result will be a demand for metal from the bank,

which may even be drawn out of the country, and

thus still further undermine the paying power of the

country. In cases where a gold reserve abroad

must to a considerable extent take the place of a

gold stock, this gold reserve will in this manner

become exhausted. History has already shown us,

both in Spain and Russia where in former times the

Government had forced too many of its own bonds

upon the Central Bank, that the bank-notes were

proportionately depreciated.

During the Franco-German war of 1 870-1 the
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Bank of France rendered the Government signal

service. The Bank could do this because it had always

maintained its independence of the Government. It

could therefore even determine how far it should go

in advancing money to the Government, and the holders

of its notes consequently retained confidence to such

an extent that the notes scarcely depreciated at all,

notwithstanding the fact that a cours force had been

proclaimed for some months. When the conquering

German army found stocks of money belonging to

the Bank of France in various towns, these stocks

were considered to be private property; whereas if

the Bank had been a State bank those stocks would

have been taken as spoils of war. Charles A. Conant

mentions this independent character and its power

very clearly in the following words :-

"The Bank of France enjoys the advantage of an

ownership and credit independent of that of the

Government, in spite of the close official supervision

which is exercised over it. This financial independence

proved as useful to the country midst national dis-

asters and changes of Government in 1870— i as

dependence upon the Government proved dangerous

during the similar changes of 18 14— 18 15. The

Bank was able to assist the Government by advances

when its own arms were paralyzed. ]y[r. Thiers

summed up one of the lessons of sound banking

in a sentence: "The Bank saved us because it

was not a bank of State." (Charles A. Conant

"A History of Modern Banks of Issue" Page 68,

Fourth Edition 1909.)

The favourable example of the independent Bank of
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France and the unfavourable ones in other countries

speak for themselves, i)

Various countries have of recent years been faced

with the same problem as China is now viz., whether

they should select:

—

a. A State bank as central bank of issue or a private

concern more or less under the control of the State,

the latter retaining however its independent character;

b. A system of one single central bank of issue or

a plurality of banks of issue.

Of late years the choice has always fallen, though

frequently after a considerable struggle, on the accept-

ance of the principle of one single bank of issue, a

private concern with branches in all parts of the

country, to the exclusion of the State bank system.

In the United States of America this question is still

under discussion. The private bankers generally want

an independent central bank system, and if absolutely

necessary, divided among 4 or 5 such private central

, ^) In his book, "Die Banken" (Leipzig, Verlag Heinrich

HuBNER) published as far back as in 1854, Otto Hubner stated

very distinctly (p. 115) „The Banks of Spain, Portugal, England,

Sweden, Denmark, Prussia and Austria became insolvent in con-

sequence of the credit they had granted to the State". In 1805

the Bank of France also stopped payment after having given too

much credit to the Government. The Bank of the Netherlands

has, since its establishment in April 18 14, never experienced any

difficulty of payment as from the very beginning one of the

rigid principles of this Bank has been to give no blank credit

whatever to anyone, not even to the State. The first and only

exception to this rule was made at the renewal of the Charter in

1904 when it was agreed that the Bank could supply credit to the

Government to a maximum amount of 11. 15.000.000 (as mentioned

on page 14).
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institutions only. Many of the Government officials

advocate a special governmental institution, which will

act through at least 12 Government banks scattered

about the country, called Federal Reserve Banks, being

entirely under the control and management of the State.

The most important models with a view to the

problem in China are undoubtedly Japan, Morocco

and Switzerland.

The Central Bank ofJapan was established in October

1882 by virtue of an Imperial Ordinance in June of

the 15th year of Meiji (1882). After a careful investi-

gation of the different banking systems, the system of

the National Bank of Belgium was in the main

selected as pattern, while several important regulations

relating to the power to issue notes and the cal-

culation of the metallic reserve were copied from those

of the State Bank of Germany. The Government

took a share in the capital. The shares are all

registered and may only be owned by individuals

of Japanese nationality, while their sale requires

the sanction of the Minister of Finance. The

Governor is appointed by the Emperor and the Vice-

Governor by the Minister of Finance, both for a

period of five years. The Minister of Finance also

appoints a number of directors selected from a nomi-

nation list submitted by the shareholders, and also

appoints inspectors. Besides this the Government

has the power, a fact which is certainly not entirely

free from suspicion, not only to prohibit all transactions

of the Bank which are in contravention to the statutes^

but also those which it may consider to be contradictory

to the interest of the State. It is certainly not
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advisable for China to copy this last named principle.

As for the rest, the Central gank of Japan is on the

whole planned as a private concern.

By virtue of 1'Acte Gdn^ral de la Conference d'A\g6-

ciras there was established in 1906 the Banque d'Etat

du Maroc. Although the name of State Bank was

given to this institution it is by no means a State

concern, but has entirely the character of a private

concern, though under State control. The shares are

in the hands of an international group of financial

houses distributed among twelve countries, and France

appoints three delegates, while all other countries

concerned appoint one each, to form part of the Conseil

d'Administration. The State of Morocco nominates a

High Commissioner to keep a supervision on its behalf.

The Bank has the exclusive privilege of issuing notes.

The organization of the National Bank in Switzerland

is no less interesting. For many years the question

was considered of forming a monopoly for the issue

of notes, to be granted to the Federal Government,

who could delegate it to a bank. It is customary

in Switzerland in the case of such important public

questions to take a referendum on the subject. In

1 89 1 it was decided by such a referendum that a

monopoly for the issue of notes was desired, but no

definite decision could be arrived at as to whether a

State bank or a private concern under State control

should be established. Finally, on October 6th.

1905, a referendum with a great majority again

decided to establish a single private concern to be

placed under control of the State, to which would

be transferred the exclusive right of issuing notes.
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This issue of notes had up to that time been effected

by the so-called Cantonal Banks, one of which was

established in each Canton. Of the capital, which

was fixed at 50.000.000 francs, 2/5ths, were taken by

the Cantons, i/5th. by the existing Banks of Issue

and 2/5ths. by the public. Only persons of Swiss

nationality could be shareholders. The management

of the bankjWas entrusted to a Bank Council composed

of40 members ofwhich 15 were elected by the meeting of

shareholders and 25 by the Federal Council (Bundesrat).

The President and Vice-President must be appointed

from among the members elected by the Bundesrat

and, together with a third member of the council,

form the so-called Bank Directorate, in whose hands

lies the actual management of the business. The

members of this Directorate are appointed by the

Bundesrat, from among nominees of the Bank Conncil,

though their nominations are not binding. Hence

although the Swiss National Bank is planned as a

private concern, the Bundesrat retains a great influence

on the composition ofthe Management. Nevertheless

it was fixed as a firm principle in the management

of the Bank that it should only place its credit at the

disposal of members of the community, and only by

way of exception to the community itself. The credit

may only be placed at the disposal of the State in

times of crisis, and may never be employed in normal

circumstances. In spite of the strict control of the

management of the Bank by the State, the financial

interests of the State on the one hand and of the Bank
of Issue on the other, are, scientifically, distinctly divided,

much more so than is, for instance, the case in Japan.
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It appears to me that this principle for the Swiss

National Bank, which is atrfhe present moment one

of the most modern central bank institutions, is muph
to be preferred andin this respect is worthy of imitation

by China.

It is however not sufficient to select between a State

bank and a private concern for the central bank.

After having selected the latter system, care should be

taken that this private concern should never come to

be under the influence of the Government to such an

extent that it may by this means still be forced to

imprudent acts.

With regard to this I may be permitted to quote

the great French writerand economist, Raphael-Georges

L^VY, because he so clearly points out the weak spot,

that it would be difficult to find a more correct

exposition of those ideas.

Mr. L:fivY points out the great difference in the degree

of importance there is between rendering services to

the State, such as acting as agent for the Treasury,

and lending money to the State :-

"One must, however, take care not to confuse this

kind of service with that demanded by the Government

when applying for advances, and not forget that the

principal difference between the banks of issue esta-

blished on a sound basis and those built on treacherous

ground, is in the state of their accounts with the Ministry

of Finance. As soon as the latter becomes the bank's

debtor, no anxiety may be considered exaggerated,

and it is the more justified in proportion as the debt

increases, p. 576.

"All the ailments the banks of issue suffer from, or
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rather all those they inflict upon the community generally

in various countries on account of the depreciation of

their paper, are due to one cause only, viz., the abuse

of their signature by the Government in order to obtain

funds. This is a fundamental truth which governs

the entire question of banks of issue and which must

never be lost sight of when it is a question of choosing

a system for their organization. History has in all

cases without exception, confirmed the teachings of

theory in this respect. Governments, not grasping,

or feigning ignorance with regard to the true nature

of the bank-note, have dared in many countries and

during more or less lengthy periods, to make their

budgets balance by means of the issue ofpaper money, in

other words with paper which, by law, must be accepted

by every one as money, and as such not redeemable

in specie. Governments sometimes issued such paper

themselves but more frequently still caused it to be

issued by the bank entrusted with the regulating of

the circulation and which, from the instant that the

Treasury applied to it for funds, ceased to work under

normal conditions. As a matter of fact the amount

of fiduciary currency was no longer regulated in pro-

portion to the legitimate needs of trade, but to those

of the Treasury which in most cases did not furnish

a guarantee capable of being converted into hard

cash in exchange for the credit afforded, nor did it

make any promise as to the date ofrepayment. From

that moment onwards the circulation was tainted by

the addition of notes only secured by a promise of

the State, over and above the notes created upon a

legitimate demand, and as there was no possibility of
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distinguishing the one kind from the other, the entire

mass of paper money sufifared equal depreciation.

PP- 584-5-

"We must not forget that the notes issued by a bank

of issue in virtue of a claim upon the Treasury, are

nothing else than paper money, p. 581.

"It is indeed of rare occurrence that the banks of

issue insist on a cours forcS for their notes except

in those cases when the Government demands their

aid. Moreover at such times it is not the bank

which asks for this exceptional measure, but the State

which decrees it as a compensation for the duties

imposed by it upon the bank whose resources and

credit, to a smaller or greater extent, it has absorbed

to its own profit.

"In normal circumstances the notes represent com-

mercial debts at short periods, payable in specie, and

consequently flowing into the funds of the issuing

office and keeping them sufficiently replenished to

enable it in turn to reimburse the bearers of notes

who desire cash in their stead. When the guarantee

consists of Treasury bonds due at a more or less

distant date, and which are being indefinitely renewed,

the public loses confidence and the paper a fraction

of its value when compared with metal. This loss

increases in ratio of the amount of the additional

circulation induced by fiscal requirements and in pro-

portion to the length of time during which such excess

lasts." pp. 585-6.

{Revue des Deux Mondes^ April 191 1,

Raphael-Gkorges LfiVY; "La Banque de France".)
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The Central Bank of Spain is in this respect a most

instructive example. By a law of July 14th. 1 891 it

was stipulated that the notes of the Bank and further

liabilities payable on demand should be covered by a

metallic stock of not less than one-third (ofwhich one

half is to be in gold) and advances on approved security

and bills with a maximum period of 90 days. It was

however at the same time ordained that the 4% National

Debt and other National Debt Bonds and the Treasury

Bonds would be placed on the same footing as the

aforesaid cover. In this manner the Government

forced the Bank of Spain to give large advances on

Treasury Bonds. From the year 1895 we find that

the issue of notes rose from 994 million pesetas with

a discount portfolio of 2 1 7 million pesetas and a metallic

stock of 507 million pesetas to a note issue of 1444

million pesetas with a portfolio of 1241 pesetas and a

metallic stock of 542 million pesetas in 1898 ; the increase

of the portfolio consisted preponderantly of Treasury

Bills for which the Government had demanded notes.

In connection with this the disagio of the pesetas as

compared with the French franc rose from 114% to

140%; in other words, the notes, in consequence of

the excessive discounting of Treasury Bills and a too

large issue of bank-notes, lost about one-third of their

nominal value and caused the gold premium ofthe franc

in relation to the pesetas to rise 26 %. Hence the

purchasing power of the pesetas decreased very much,

greatly to the general loss, on account ofthe excessive

demands of the Treasury. When later on this fact

was understood and the amount of Treasury Bills in

portfolio was reduced to a small figure and the metallic
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stock largely increased, the value of the pesetas rose

and the disagio gradually disappeared until in 1910 it

was only 7 O/q.

The example of Spain is one of many showing the

disastrous consequences of undue pressure by the State

on a bank of issue. This is expressed very clearly

by M. Paul Leroy—Beaulieu, as follows:

"A country soon recovers from the effects of the

errors committed by the private banks, for excessive

issue on their part, if it occurs, cannot sensibly affect

the rate of exchange for long. On the other hand

the errors of State banks, or of those closely connected

with the State, committed at the instigation, under the

pressure, and for the requirements of the Government,

have a far greater and more lasting influence. They

throw the country into complete disorder for many

years in succession".

If, therefore the more correct principle viz., the

avoidance of a State bank, has once been selected,

one must take care that the influence of the State on

a private central bank shall be limited to general

supervision and may never degenerate to making use of

its power over the bank to promote its own interests.

CHAPTER II.

One or more banks of issue?

No less important is the struggle carried on in various

countries on the question of having a plurality ofbanks

of issue or a monopoly to one single concern. In
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Europe and Japan this struggle may be considered

as having been decided absolutely in the favour of

a single central concern. In some countries, such

as for instance Great Britain, Germany and Italy,

there are more than one institution acting as banks

of issue, but this state can only be explained on

historical grounds and even in those countries the

system of one single bank is recognized as the best.

The system of the Bank of England, as it is now

practised, was fixed by the Bank Act of 1844 by

Sir Robert Peel. No less than 279 banking concerns

in England formerly issued bank-notes. Not counting

the Bank of England there are but few of these

institutions now remaining and these may not issue

their bank-notes within 30 miles from London.

Before 1875, in which year the State Bank of Germany

was established, there were 32 banks issuing their

own bank-notes in Germany, and this number has

now, besides the State Bank of Germany, been reduced

to three, which are the Saxon, the Wtlrtemberg and

the Bavarian Banks,

Previous to 1893 there existed 6 banks in Italy

having the privilege of issuing notes. This number

has now been reduced to three, viz., the Banca

d' Italia, the Banco di Napoli and the Banco di

Sicilia. Japan, in 1872, commenced to revise its banking

system entirely and then adopted the American system

of a large number of national banks each issuing

its own notes. In 1882 Japan, after a careful in-

vestigation, discarded that system and adopted that

of a single central bank. In Sweden, up to 1900,

there were no less than 27 banks having the right of
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issuing notes, but since Jan. i, 1904, the Bank of

Sweden alone has this privileffe. The most recent

example is to be found in Switzerland, whose system

I have explained in detail above. The system of

one single central bank has been applied in France

since 1848, in Belgium since 1850, in the Netherlands

since 1814 and in Java since 1828.

The great advantage in practice of a single central

body over a plurality lies in the extraordinary power

Tvhich that one institution can develop with regard

to the collection at one central point of the available

medium of circulation of the nation and in regulating

the standard rate and the credit system on a uniform

footing throughout the entire country. Wherever

the single bank system is established, even in those

•countries where a few other banks of issue still

exist but one body is nevertheless generally regai'ded

as being pre-eminently the central institution, (England,

Germany and Italy) this central institution was able,

in times of tension and crisis, to afford an extraordinary

amount ofsupport to commerce and industry, and also

materially to assist the other banks in the country to

a. considerable extent. Hence in these countries

those excessive fluctuations in the rates do not occur

as in countries without a similar central institution.

During the 1907 crisis in America the rate for loans

sprang from day to day to a figure of 125 % per annum.

During the same period the bank rate of the Banks

of Issue in Europe did not exceed 7Y3% (the State

Bank of Germany),

Most significant are the opinions of leading financiers

in countries with a central banking corporation, in
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praise of this system as compared with the serious

complaints, also from leading financial circles, regarding

the defects and imperfections of a system comprising

a plurality of banks as, for instance, in America where

there are more than 7500 different National Banks

having the right of issuing their own notes, although

under certain restrictions laid down by the State.

I shall here quote a few of the most striking verdicts

in both directions.

In the highly suggestive "Interviews on the Banking

and Currency Systems" held by the American National

Monetary Commission under the direction of the

Hon. Nelson W.Aldrich, the following opinions appear.

Sir Fklix Schuster, Bart., Governor ofthe Union of

London and Smith's Bank Ltd., stated that one of the

points of great significance with regard to a central

institution in a critical period was that "The Bank

of England is the central reservoir ofthe whole banking

system of the United Kingdom". "Practically, they

have the whole control of the money market in their

hands" (p. 49).

The same was said in France ofthe Bank of France

by all the bankers interviewed.

Of Germany, Mr, Paul Mankiewitz, Director, and

Mr. A . Blinzig, Alternate of the Deutsche Bank, state

(pp. 374 et seq.): "The great strength of our financial

system in Germany is the Reichsbank". "Our strength

is in our Reichsbank. It has at present about 87 %
gold and money against its circulation of bank-notes.

In the vaults of other private banks there is not much

money".

Of Italy Comm. Tito Canovai, Chief Secretary
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General of the Bank of Italy (page 519) says: "A
single bank forms the strengtii of a country".

In certain cases where other banks had or have still

the right of issuing notes besides the central institution,

several of them have already voluntarily relinquished

the privilege and it is expected that others will probably

shortly follow the example. On this point compare

the statement made by Mr. Charles Gow, General

Manager of the London Joint Stock Bank Ltd., in the

same interviews (p. 89) that the National Provincial

Bank of England "was a provincial bank doing no

banking business in London and having a very large

note circulation". "It paid the National Provincial

Bank to come to London and open an office and do

a regular business and give up the whole of that

issue of notes because of the law which does not

allow a bank having a head office banking in London

to issue notes".

On page 389 the aforementioned Directors of the

Deutsche Bank state that the other banks which are

still issuing notes "have seriously considered giving up

the issue of notes, because of the severe restrictions

put upon them in other ways".

Mr. Schuster and Mr. Nathan, Directors of the

Dresdner Bank express themselves to the same effect

on p. 410. When asked whether there was any

suggestion of giving to any other bank except the

Reichsbank the right of note issue, they replied "No,

on the contrary, the remaining banks of issue will

from time to time relinquish that right, as many banks

have already done".

As to Scotland, Mr. Adam Tait, Cashier and
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General Manager of the Royal Bank of Scotland states

that the profit on issuing notes, if any, is negligible

(p. 132). Sir George Anderson, General Manager

of the Bank of Scotland also states (p. 148) that the

profit derived from the total issue is small.

On the other hand, the complaints made by practical

men of the great disadvantages of a plurality of banks

of issue wherever such plurality still exists to a large

extent, are most instructive. No better witnesses

could be had than American financiers as they have

observed all its drawbacks. We shall therefore

leave the word to them for a moment. May China

be able to make good use of all these opinions.

"We approached these months with a banking and

currency situation in which any withdrawal of money

from the banking centers, even such a withdrawal as

comes with the ordinary legitimate demands for the

crop movement, meant, because of a bad banking and

currency system, a withdrawal of reserves from the

banks. We approached these trying months with a

currency system which had in it no expansive element.

If more circulation were to be needed, there were only

three places it could come from. It might come from

abroad in the shape of gold imports, it might come

from the treasury in the form of additional public

deposits, or failing a sufficient supply from these two

sources, it must come from the reserves of the banks.

"We have been preaching about the necessity for an

expansive currency for years. We have now had

an illustration of the need of it, an illustration of the

danger which we run to be without it, which is going

to go farther to convince the people that we require
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legislation, than have all the meetings and all the

addresses which have been ijjade on this subject in a

great many years". (p. 4) Lessons of the Financial

Crisis. The Panic as a World Phenomenon, Frank
A. Vanderlip, Vice-President National City Bank,

New York. The Annals of The American Academy
of Political and Social Science. Vol. XXXI, No. 2,

March 1908.

"The hoarding, indeed, was not confined to the

people altogether. It soon extended to the banks

themselves, and has finally become one of the most

important features of the situation. This hoarding of

money in excess of their normal reserve requirements,

by the banks, is one of the phenomena that will deserve

close attention", (idem p. 5)

"One of the valuable lessons which we have learned

from this financial disturbance is the interdependence

of financial centres upon one another. New York

had shown evidences of the approaching crisis for

several months. There had been disturbances in

the stock market, high rates for money, low reserves

and other indications of a possible period of strain,

but the great West and South, with seven billions of

agricultural products, said, "We are independent. We
have divorced ourselves from the people of Wall

Street. They may have their troubles. We are

strong enough to take care of ourselves".

London, Berlin and Paris did not feel the same

financial independence that was felt by Oskaloosa

and Podunk. Oskaloosa and Podunk believed that

the wheels of prosperity would continue to turn for

them with unabated speed regardless ofwhat happened
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in New York. London, Berlin and Paris were deeply

concerned over the situation as it was reflected in

Wall Street. Now the whole country has come to see

that there is no such thing as financial independence.

It took hardly twenty-four hours from the disturbance

resulting in clearing-house certificates in New York

for the difficulties to become national. The West

and the South, rich and independent as they are,

can now see more clearly that the whole country's

welfare is pretty much bound together in a financial

way", (idem pp. 6-7).

"The first argument for a central bank is that such

an institution, organized into, and made a part of,

our national banking system, is needed to complete

the latter, and all the more needed if important new

powers as to currency issues are to be conferred

upon the individual banks. The defects and

weakness of the national system to-day are due to the

isolation of, and lack of cohesion among, the great

number of scattered units. The recent crisis has

furnished ample demonstration of this. As a rule

throughout the interior the banks had their usual

supply of currency, but they restricted payments

of cash, to the serious injury of business, not so

much from fear that money would be hoarded by

the public, as from fear that it would not find its

way back to the identical banks that paid it freely.

For example, a bank which had the account of a

railroad company might decline to supply money for

its pay-rolls, because the large sum thus taken from

it would be scattered along a thousand miles of line,

and although it might replenish the reserves of other
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banks, there was no probability that any would come
back to the original source. In like manner the

absence of leadership and of common policy in the

granting of credits resulted in a more precipitous

contraction of these than was necessary. If contraction

and liquidation are to be the order of things, everybody

understands that there are certain advantages in

being among the first to act, and so a crisis is

accentuated by a disorganized scramble to force

collections just when the interests of the country

require judicious liberality in the matter of credits.

If our banking system had at its head a strong

institution, conservatively managed, and able to support

any critical situation, it would practically make the

policy of the whole system at such a time, for the

individual banks would not feel that they stood

isolated and alone and compelled to think only of

self-preservation", (idem pp. 46-7). The Need of

a Central Bank, Hon. George E. Roberts, President

Commercial National Bank, Chicago.

"One of the features in which our banking system

compares unfavorably with those of foreign countries

is in the control of the interest rate. The natural

and proper corrective of a tendency to over-expansion

is a rising interest rate. It exercises a repressive

influence, the pressure gradually increasing as the

demand for credit enlarges, until the rate becomes

high enough to curtail expansion. Some borrowers

who want accommodations at five per cent will reduce

their requirements when the rate reaches six, and

some who will see a profit in using money at six,

will drop out when the rate reaches seven. It is
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better to stop a runaway horse by heading him up a

hill than by running him into a stone wall. In the

one case he will get discouraged and slow down,

while in the other there will be a smash-up. Under

the competitive conditions which govern the banking

business in the United States, the banks are accustomed

to lend money to their depositors at practically uniform

rates as long as they can make loans at all, and

then abruptly shut down entirely. This is the

smash-up policy. With a gradually rising rate the

business man will hold in check any inclination to

enlarge his liabilities and make an effort to reduce

them, and he will have time to do so. There is

an enormous difference to him between being obliged

to pay high rates and not being able to get accom-

modations at all. By this policy the climax of a

boom period is rounded over, expansion checked and

contraction brought about without the shock which is

unavoidable where credit is supplied freely at a uniform

rate until there is no loaning power left to be

used. The uniform rate in this country is due to

the competition of the banks for favor with depositors

and it is useless to expect any other policy to be

followed unless a strong central bank becomes an

important factor in the money market. Such an

institution would have reserve powers for making

loans after the individual banks were exhausted and

when its aid was called for it would have control of

the rate", (idem pp. 48-9.)

"The system of independent banks without a central

organization is costly to the country in requiring an

unnecessarily large gold reserve. In this respect



41

the United States makes an especially poor showing

of efficiency compared with Great Britain and a poor

showing even when compared with the continental

countries. The gold reserve of England is practi-

cally all in the Bank of England, and at the present

writing is about $ 165.000.000. This is the capital by

means of which the gold standard is maintained, and

upon which the credits of the country rest, as other

banks use Bank of England notes for their reserves.

In the United States we have about $ 900.000.000

of gold in the treasury and some ^ 250.000.000 or

I 300.000.000 in the banks. If this vast store of

gold made credits in this country more stable and

secure than in England, there might be a valid argu-

ment for it, but our system has practically broken

down twice in the last fifteen years, while a general

suspension of cash payments in England is unknown.

This gold reserve is a part of the country's capital,

and the interest on it is a part of the cost of doing

business in this country as truly as are our transport-

ation charges. If the latter were higher than in

foreign countries there would be great agitation about

it. An examination of the situation in every other

country will show that a central bank can be made

to conserve and protect the gold reserves of a country

and accomplish an important economy in this respect",

(idem pp. 49-50.)

I have intentionally quoted the opinions of American

experts at some length in order to show to what extent

they suffered from the disadvantages resulting from a

plurality of banks. This plurality is, obviously, hardly

ever defended nowadays, at least not on scientific
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grounds. The principal objection against a change are

the privileges possessed by the many existing banks,

in connection with their obligation to hold a reserve

of the 2 o/o United States Bonds as cover against their

note issue. The sale of these bonds on a large

scale would inevitably lead to great financial losses.

The extensive number of banks in the United States

of America has therefore until now laid obstacles in

the way of obtaining a better banking system, although

the great majority had expressed a desire for reform.

The best way of getting out of this labyrinth is still

a matter of discussion in America 1).

May all these examples and verdicts persuade China

to avoid the evil of a plurality of banks, and by the

establishment of one single central bank, found its

banking system on a sound and scientifically correct basis.

Assuming that China will eventually do so, I shall

briefly describe in the following chapters how such a

central bank should be formed and governed.

1) While this work was in the press "The Federal Reserve

Act" (Bill N". 7837) being an Act "to provide for the establishment

of Federal Reserve Banks, to furnish an elastic currency, to afiford

means of rediscounting commercial paper, to establish a more

effective supervision of banking in the United States" has been

passed, which stipulates that not less than eight and not more than

twelve Federal Reserve Banks shall be established which will in due

course undertake the issue of bank-notes.



PART II.

THE ORGANIZATION OF THE
CENTRAL BANK.

CHAPTER III.

The best system for the Central Bank

of China.

On the ground of theoretical considerations expressed

in the two preceding Chapters I am firmly convinced

that for China also the most desirable system is one

Central Bank of Issue with branches to be gradually

established all over the country, and that it should be

a private concern entirely free from, the influence of the

Government but under its active supervision and control.

The great plurality of banks and private firms which

have made use of the opportunity to issue some kind

of bank-notes, should be abolished in a circumspect

manner. Moreover, the circulation of Government

notes, where such are still found, should also be

stopped in a very careful manner. How this can

be done I shall treat in detail in Chapter XVIII on

the issue of bank-notes.

It will particularly be a matter of the greatest

importance for China that the Central Bank should be
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kept absolutely independent of the Government. The

condition of both the Government and the financial

affairs of China are still in a transition period. Neither

have yet settled down and changes in various directions

may still be reasonably expected. Divided opinions

still prevail among the population of China with regard

to important questions. An absolutely impartial bank

of issue is therefore necessary in China more than

anywhere else, equally open to every one who may
come into serious consideration for obtaining credit,

without distinction of position or political party. In

the same way as a dollar has the same value and

purchasing power whoever the holder may be, so

must the bank-note inspire equal confidence in every-

body, and the Management of the Bank must be

equally approachable by everyone on purely commercial

lines alone.

In a country that is now developing so rapidly to

a new order of things, and where there is felt such

a need of firm unity, such unity in monetary and

financial affairs may be promoted to an extraordinary

degree by a bank of issue conducted with great

wisdom and moderation. It may exercise a whole-

some influence to a high degree on the creation of

healthy economic conditions, and on the development

of the economic life of the realm, if care be only

taken to keep it free from political influence. What-
ever may be divided in China, now or in the future,

the Bank of Issue must be the institution to which

everyone of whatever clan or party, whatever social

position he may be in, Chinaman or foreigner, may
point with absolute confidence as the unity of unim-
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peachable probity and of wise management, and which

will remain a safe beacon «ven amidst the greatest

disturbances.

Above all, therefore, it must be independent of everyone

whomsoever. Hence only persons of undoubted good

faith and of experience may be entrusted with the

management. The management of the bank must

be arranged in such a manner that it shall in practice

comply with these requirements.

The Central Bank should in the first place keep

on good terms with the Government, but may not

be subjected to it. Submission is not friendship.

A friend will frequently render service by refusing to

comply with the momentary wishes of another, being

convinced that yielding to such wishes might be

disastrous.

I shall now attempt to explain in a concise form

how a central bank for China should be organized,

so that it shall fulfil these requirements as far as

possible.

CHAPTER IV.

The Management of the Central Bank and.

the supervision of the Management.

These may be divided into:

A. The Management.

B. The Government Commissioner

C. The Board of Directors.

D. The Board of Censors.
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E. Branches, Agencies and Correspondents.

F. General Advisers.

G. Local Advisers.

H. The General Meeting of Shareholders of

the Bank.

A. The Management.

The Management of the Bank shall consist of a

President, three Managing Directors and a Secretary,

who are all members of the Management. The

President and the Secretary, to be appointed by the

Chinese Government, shall preferably be of Chinese

nationality, but they shall have, however, a knowledge

of either English, French or German sufficient to

enable them to express themselves clearly in that

language. The three Managing Directors are appointed

by the meeting of the Bank's shareholders, and two

of them shall be selected from banking experts of a

nationality other than Chinese. The third may be

either of Chinese or other nationality, at the discretion

of the general meeting. During the first five years

of the Bank's existence however, the third Managing

Director shall also, as a transitional measure, be of

non-Chinese nationality and, more particularly, shall

belong to a nation that cannot be considered to possess a

sphere of influence in the Chinese territory. After

these five years the general meeting is to be quite

free in the choice of this third person and of his

nationality.

All important matters in the management of the

Bank and at any rate the questions of principle in
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the management of the bank shall be discussed in

the meeting of the Bank'* Management, which may
pass resolutions if not less than 3 members are

present. Resolutions are to be passed by the majority

of the members present. On votes being equal the

proposal is considered to be rejected, and the same

proposal may only be brought before the meeting

after two months have elapsed.

Minutes shall be systematically kept of all the

resolutions passed and rejected.

Deputies must be appointed for the President,

the Secretary and for each of the three Managing

Directors, and they may be selected either from

among the other members of the Management

or from suitable persons outside the Management.

The appointment of these deputies should be made

by the same powers as elect the President, the

Secretary and the three Managing Directors, and

under the same conditions. The appointment of

such deputies is necessary because it will frequently

occur that the members of the Management will be

absent either on official tours in China, or, in case

of the Managers of foreign nationality, on leave in

Europe, During such absence the Management

must nevertheless be complete in number by the

substitutes taking the place and assuming the functions

of the absent officials. The deputies are as a rule

to act as such in the absence of the official whose

deputy they are appointed, but may also replace

each other.

The President and the Secretary are appointed for

a term of five years and the Managing Directors for
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a term of four years, to be calculated in each case

from the day they assume their duties. The same

applies to the deputies.

If the President cannot on serious grounds agree with

a resolution of a meeting of the Management, he has

the right to veto such a resolution of the majority of the

meeting of the Management. If the meeting cannot

agree to this veto then each member of the meeting

of the Management has the right to put forward the

same proposal, with or without amendments, in the

next meeting of the Management. The President

has again the right to pronounce his veto on a

resolution of the majority of the meeting, in which case

however each member of the Management may place

the proposal before a combined meeting of the Board

of Censors and the Management, to be convened within

one month after the last meeting of the Management

in which the President pronounced his veto. In

this combined meeting each of the members of the

Management and the Censors have an equal vote

and valid resolutions shall be passed by majority

of the votes of individuals present. The meeting may
pass resolutions if not less than three members of

the Management and three Censors are present.

No one may abstain from voting unless it is on

a matter concerning him personally. In that case

he may be admitted to the meeting with the approval

of the majority of the other members, but his

presence does not count for the quorum and he

shall not take part in the voting as far as any question

touching himself is concerned. If the votes are

equal, the proposal shall be considered to be rejected.
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The Government Commissioner has the right to attend

this combined meeting, to taj^e part in the discussions,

but shall have only an advisory vote. He shall

always vote first.

In this way the officials appointed by the Govern-

ment are endowed with great influence in passing

resolutions which might be considered to be against

the public interest and against that of the Government.

The final decision may however never lie with the

Government to such an extent that it could, by means

of its veto, intervene absolutely, for the Bank would

then, by a circuitous route, still be subjected to the

Government, which error must be avoided for the

reason stated above. Nevertheless an arrangement

as suggested above affords great surety that an im-

portant resolution shall not be taken in haste, and, if

there is a difference of opinion, only after mature

consideration by a number of eminent persons.

Every member of the Management must enjoy a

proper remuneration, but both the President and Secre-

tary must be prohibited from assuming other functions

or duties outside the Bank to which are attached

any emoluments or other advantage in lieu of money,

except with the express sanction or at the request

of the Government. As far as feasible the Pi'esi-

dent and Secretary must be prevented from acquiring

personal interest in any business outside the Bank

of Issue otherwise than as investors in securities.

A similar prohibition is not necessary for the Managing

Directors, for they could, as in other countries, be

selected from commercial circles, precisely in order to

maintain their closer connection with commerce.
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For further definition of the duties and powers of

the members of the Management I would refer the

reader to the draft of Statutes and Regulations annexed

as Appendix B. The leading points will suffice here.

B. The Government Commissioner.

By virtue of its own authority, the Government

shall appoint a Government Commissioner of the Bank

of Issue with instructions to supervise generally the

transactions of the Bank.

This Government Commissioner must be of Chinese

nationality, preferably a person who is acquainted with

the banking business and has a sufficient knowledge

of one or more European languages to enable him

to express his thoughts properly in those languages.

The Government must try to select a person of

general esteem, who cannot be considered bound to

any other bank or commercial house by special interests,

either in China or abroad. He must reside in the

place where the Management of the Bank is established.

This Government Commissioner shall have the right

to demand from the Management of the Bank all

information relating to its management and the Bank's

policy and investments, without however going to

such a length as to interfere in the estimation of the

Bank's clients or of signatories of bills discounted by

the Bank and of securities given in pledge to the

Bank. The Government Commissioner may not inter-

fere in the ordinary daily management of the Bank,

In this respect confidence must be placed in the per-

sons who are called upon to govern the Bank. The
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Commissioner shall however generally supervise the

method of governing the Bank and the application of

the principles of banking policy. The accounts and

their vouchers shall therefore be examined by the

Government Commissioner not less than once a year,

on which he shall make a report to the Government.

The Government Commissioner must have admittance

to all the meetings of the Management and Directors

combined, and the meetings of the Management and

Censors combined in which is to be discussed the

veto of the President of the Bank, and finally to all

the meetings held by the Bank's shareholders. He
shall have the right to participate in the discussion

at all those meetings and to return an advisory vote,

and shall for the purpose be requested by the chair-

man of the meeting to vote first.

C. The Board of Directors.

It is desirable that, besides the Management of the

Bank of Issue, a Board of Directors should be created

in order to exercise general supervision on behalf of

interested parties other than the Government, upon

the working of the Bank. Such a Board of Direc-

tors is found in many banks of issue and can be of gi"eat

use for a bank of issue in particular by acting as middle-

men between the Management and the shareholders

and other interested parties. Generally speaking,

the meeting of shareholders must not, by reason of

the peculiar character of a bank of issue, be given

as much power and authority as is usually enjoyed by

those of ordinary companies. One must prevent a
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group of shareholders from being able to acquire by

surprise as it were, a number of seats on the Board,

or that such a group of shareholders should be able

to pass resolutions unexpectedly which might be of

too great influence on the existence of the Bank.

It might for instance be dangerous to place in the

hands of the meeting the power to sanction or revoke

the annual Balance-Sheet and Profit and Loss Account

or to give the general meeting an unlimited power

in the election of Managing Directors, With a

bank of issue it is even more necessary than in the

case of a private company that a certain continuity

should be assured in the methods of management;

and while on the one hand excessive preponderance

of the Government must be guarded against, one must

prevent a small party or group of shareholders who

may possibly be powerfully organized, from being

able to make its influence felt unexpectedly upon the

management of the Bank by means of a general

meeting.

The Board of Directors shall therefore form a sort

of medium between the Bank and its shareholders and

some power must be delegated to this Board of Directors

which would otherwise be reserved for the general

meeting of shareholders. In other words, the meet-

ing of shareholders will only be able to exercise some

of its powers through the Board of Directors.

The first and most important power will be that

the annual accounts and report of the Bank's manage-

ment, after drawing up the Balance-Sheet and Profit

and Loss Account, shall be laid before the Board of

Directors and that this body, and not the general
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meeting, shall have the power to sanction or reject

them, or recommend the Management to make certain

amendments in them. Both the Government Com-
missioner and the Board of Directors must have the

power to reject the Balance-Sheet submitted. If

upon such rejection the Management of the Bank
cannot, in combination with the Government Commis-

sioner and the Board of Directors, agree with them

as to the Balance-Sheet, a council of arbitrators shall

be appointed which shall, after due examination, decide

upon the differences between the Bank on the one

hand and the Government Commissioner or the Board

of Directors, or perhaps both together on the other

hand. Either party shall then unconditionally submit

to the judgment of such a council of arbitrators. One
of the arbitrators could be appointed by each of the

parties, on the condition however that the Government

Commissioner and the Board of Directors in case they

both object to the Balance-Sheet, may not collectively

nominate more than one arbitrator, and the two arbi-

trators thus appointed shall then in mutual agreement

appoint a third arbitrator to complete the council of

three arbitrators. In this manner every direct influence

of the meeting of shareholders on the composition of

the Balance-Sheet and on the distribution of profits of

the Bank could be restricted, while nevertheless their

interests could be radically and sufficiently promoted

through the medium of the Board of Directors.

It would also, with a view to the appointment of

members of the Bank's Management, be desirable that

the meeting of shareholders should not be given

unlimited power, but that such power should be partly
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delegated to the Board of Directors. It would, for

instance, be wise to stipulate that for every vacancy

that might occur in the Management a nomination

list should be made by a combined meeting of the

members of the Management and those of the Board

of Directors. This nomination, for instance, should

name three candidates, though the Government, in

the case of the appointment of a President or Secretary,

need not be guided by this nomination any more than

it may deem fit, and the Government retains entire

liberty to appoint to the vacant post a person not

mentioned on the nomination list. The list of

candidates for the vacancies of the remaining members

of the Management, the so-called Managing Directors,

should however be binding for the meeting of share-

holders, so that a new Managing Director appointed

by the said meeting shall be exclusively selected from

the names on the nomination list.

With a view to the above it will naturally be desirable

to give the meeting of shareholders some influence on

the composition of the Board of Directors.

On account of the peculiar conditions prevailing in

China where at the present moment various foreign

banks have the right to issue their own notes and

bring them into circulation in China, a privilege which

several of these banks have made use of, the interests

of these foreign banks may not be lost sight of on

the future organization of a Bank of Issue, more
especially so if those foreign banks, on the establishment

of the Bank of Issue, will in the future be obliged to

withdraw their issue of notes and to use the notes of

the Central Bank in their own business. They
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will therefore have to place great confidence in the

Central Bank. •
For these various reasons, it would be desirable

that the Board of Directors should consist of not

more than 15 persons and the foreign banks having

at present the right to issue their own bank-notes

in China should be allowed to nominate, at their

selection, a member of the Board of Directors, one for

each group of banks of one nationality. The remaining

Directors could be elected entirely at the free choice

of the meeting of shareholders. The Board of Directors,

once incorporated, could elect by majority of votes

returned a chairman from among their number, who
would resign each year but be eligible for re-election.

It would be desirable that both the Directors

appointed by the foreign banks and those elected by

free choice of the meeting ofshareholders should resign

perio'dically. One fifth of the number of members should

for instance resign every year, so that no member's

appointment could last longer than 5 years. The
roster of resignation should for the first time be fixed

by lot. Every new Director appointed to fill a vacancy

occurring outside this roster shall take the place of

his predecessor on the roster with regard to years

of service.

This Board of Directors should have the right,

when they are met, to ask the Management of the Bank

for all information desired by them relating to its govern-

ment and policy, to which questions the Management

should reply as fully as possible, reserving only the

Bank's secret with regard to the condition of private

accounts of the Bank's clients. This Board of
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Directors shall also limit itself to supervision as to the

proper working of the Bank, of the Bank's policy and

questions of principle, but may not interfere in the

estimation of persons connected with the Bank, or

with the standing of signatories to bills or discounted

commercial paper, or with the nature of the security

pledged to the Bank.

The Board of Directors may draw up a set of

regulations with reference to their own meetings.

Further, the Board, or indeed, even a certain

number of the members of the Board, say not less

than 5, shall be given the power to demand of the

Management that a combined meeting of the Board

of Directors and the members of the Management be

convened.

With a view to the daily management it is desirable

to create yet another body, viz :-

D. A Board of Censors,

composed of 5 persons, to be elected from among
the Directors, three of the Censors from among those

Directors appointed by the meeting of shareholders,

and two of the Censors from those elected by the

aforesaid foreign banking houses working in China.

The entire body of Censors would resign every year

after the approval of the Balance-Sheet and of the

Profit and Loss Account by the Board of Directors,

while the Board of Directors could elect the Board

of Censors for the following year afresh every year in

the manner described above. It should be arranged

that the Censors resigning be eligible for re-election,
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althobgh in principle, it should be expressly under-

stood that the re-election of awnember resigning should

not become a fixed rule. It may be that in many
cases, taking into account the various interests in-

volved, it is better that the composition of the Board

of Censors should be varied. The Board of

Censors being in this manner a kind of "Ausschusz"

or committee of the Board of Directors, it should come

into closer touch with the Management and should,

for instance, meet once a week with the members

of the Management, at which meeting the Management
should communicate all facts relating to discounts, loans

and other important banking business transacted by

the Bank in the course of the week. This Board

of Censors could, inter alia, be authorized to restrict

the Management somewhat in the amount of business

transacted, and could for instance determine the maxi-

mum amounts of discounts to be accepted from the

same individual, or maximum amounts of security of

a certain nature. The Board could further fix the

margin on loans that the Bank should demand in various

cases. The selection of the foreign bankers who
would act as the agents abroad of the Bank of Issue

and who in this capacity would hold gold values

belonging to the Bank, may be submitted to the

approval of this Board of Censors.

Further, most important duties could be entrusted

to this body by stipulating that the Management,

before changing the officially quoted rates of discount

of commercial paper, or of loans on stocks, goods etc.,

must consult the opinion of this body, although the

decision shall remain in the hands of the Management.
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This body should also be empowered to suspend

members of the Management immediately should they

see sufficient grounds on finding irregularities or gross

carelessness in the management of the Bank. This

suspension should then be submitted as soon as

possible to a combined meeting of the members of

the Management and the Board of Directors con-

vened for the purpose, which meeting could pass a

resolution to suspend definitely until either the Govern-

ment, on the suspension of the President or of the

Secretary should see fit to discharge them if necessary,

or the meeting of shareholders could confirm the

suspension by the Board of Directors by passing a

proposal for the definite discharge of the members

of the Management appointed by them.

E. Branches, Agencies and Correspondents.

It will be found advisable to establish the head

office at a place situated as far as possible in the

centre of China, from which good thoroughfares lead

to all parts of the country and to the neighbouring

countries, and which shall be approachable by rail and

steamer during the whole winter. Furthermore it

is desirable that the head office of the Bank, hence

also the seat of the Management should be established

in one of the largest centres of commercial traffic, so

that the Bank, and particularly its Management, shall

remain as much as possible in close touch with one

of the great forces of the country, viz., commerce.

For the above reasons I would suggest that the

head offices of the Bank should be established at

Shanghai.
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It goes without saying that the Bank should also

open its own offices in varioiis other places in order to

find scope for its activities. In the first place

therefore the Bank should have its own office in the

capital of the country, where the centre of the

Government is, at present Peking. The nature of

the office in that city will involve constant deliberation

with the Government. It is not necessary that this

should always be done by the Management itself, but

the Management may appoint for the purpose one or

more persons of high integrity in their own service,

who may be supposed to be fully qualified for their

delicate task. Analogous cases are found in the

offices of other large financial bodies, as for instance

at the office of the Hongkong and Shanghai Banking

Corporation in London, whereas this bank has its head

office in Hongkong. Similarly the branch offices

of the Yokohama Specie Bank in London, while the

head office is at Yokohama. The Java Bank in

the Netherlands Indies has also its delegates at

Amsterdam, who are in constant touch with the Dutch

Government.

The Bank should therefore immediately open a

branch at Peking at the head of which very capable

men should be placed. In various other important

towns the Bank will also have to establish its own

offices, as it is specially by spreading its offices over the

whole country that it will be able to exercise great power.

The Bank could divide its various offices to be

established besides the head office into three categories.

Firstly, Branches; secondly, Agencies; and thirdly

Correspondents or Correspondencies.
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By branches and agencies are to be understood

those houses of which the entire staff is in the direct

employment of the Bank and who may assume no

additional functions or duties without express per-

mission of the Bank. On the other hand however the

Bank could, in smaller and more remote places, entrust

the care of its interests for some definite transactions

to so-called correspondents, for which service persons

could be selected who are either in the employment of

others or who have some other business or profession on

their own account. They could for instance, be officials

in the service of a province or municipality, customs

officials, consuls, or finally, local bankers or merchants.

The distinctive difference between branches and

agencies would then be something similar to, for

instance, the Reichsbank Hauptstelle and Reichsbank

Nebenstelle ofthe State Bank of Germany. The branch

offices could in general transact the same business as

the head office, within the limits fixed by regulations,

and naturally only for the district wherein the branch

is situated, and the agencies could be entrusted with

a portion of the same duties for their smaller districts.

Various other agencies will probably be established

in the district of a branch, all of which as regards

supervision and the supply of funds are immediately

under the jurisdiction of the branch office. By
dividing the country into districts a practical division

of the work throughout the length and breadth of

China would be obtained.

At the head of the branches there should as a rule

be appointed two, and even three if necessary, general

managers who would have the title of "Managers of



61

the Branch" or in the case of important places such

as Peking, the title of "Pupsident and Managers of

the Branch" should be created by appointing the first

of those managers to be President, in order to make
him the definite representative of the Central Bank
accredited to the authorities of that place. At the

head of each of the agencies there should be appointed

at least one Agent and Deputy Agent, while it is to

be recommended that at important posts at least two

persons with the authority of Agent should be appointed,

and if possible, two Deputy Agents.

In the entire organization of the Central Bank of

China it should be kept in mind that the intention is

that the Management of the Bank should, in the

main, be eventually entrusted to persons of Chinese

nationality, though it may still be open to employ the

services of persons of non-Chinese nationality in future.

Notwithstanding this intention it will, at least for the

present, be wise for the first formation and organization

to be done in co-operation with persons of other

than Chinese nationality who are recognized experts

in banking. History has shown that there are still

so many and so great abuses in banking in China,

even until quite recently, and there are, comparatively

speaking, so few Chinamen who have made a really

thorough study of banking on a large scale, that it

may be considered absolutely necessary, both in order

to obtain capable government of the Bank and to

gain the unbounded confidence of the Chinese and

foreigners alike, that during the first period at least the

management should in the main be entrusted to able

persons who may be supposed to be entirely free
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from Chinese or local political influence. It will con-

sequently be most advisable not only to incorporate

non-Chinese individuals in the Management and in

the Board of Directors, but it is also highly to be

recommended that there should be included among

the Managers of the branches and agencies, at any

rate for the first five years after the opening of each

office, one or more persons not of Chinese nationality

and of undisputed integrity and ability.

This is not so absolutely necessary for Correspondents,

seeing that the correspondencies will be very limited

in their transactions for the Bank and will work under

the constant supervision of the nearest branch or

agency and according to special instructions.

The same applies to foreign branches which the

Central Bank of China will eventually have to establish,

with a view to the management of its gold reserve

abroad. Among the Managers of these offices the

Bank will necessarily have to appoint provisionally

foreigners of high repute who may be considered to

possess a sufficient knowledge of foreign banking to

enable them to fulfil the most difficult and delicate

task of governing the foreign reserves. It must

not be forgotten that those foreign reserves, especially

at first, will form one of the principal mainstays of

the Bank and be a guarantee of the reliability of its

notes, and that it is of the greatest importance for

the establishment and maintenance of confidence in

the notes, hence for the success of the great cui'rency

and banking reform, that the management of those

gold reserves should be in the hands of eminently

capable and reliable persons.
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Do not let Chinese national pride, however reason-

able and commendable it^may be in other ways,

prevent this being done, for the real national interest

of China demands such action at first.

On the other hand it is equally decidedly necessary

that persons of Chinese nationality should have the

opportunity of co-operating in the management of

such offices with a view to being trained for the post

in the future. It is therefore to be recommended that

a considerable portion of the staff of those branches

and agencies should be Chinese who have already

been trained in the banking business and, more

particularly, it would be advisable to select persons

from among the best experts in banking among the

Chinese themselves, who could act as co-managers of

branches in China or abroad and as Co-agents or

Deputy Agents in agencies. Most capable persons

can certainly be found for this purpose among the

members of the venerable Bankers' Guild.

By means of a wise co-operation between Chinamen

and foreigners in this respect, not only the Bank but

especially the general interests and hence the national

interests of China will be greatly benefited.

The appointment of Managers of branches and

agencies, and of the Correspondents can most appro-

priately be made by the Management of the Bank

with the approval of the Board of Censors.

For the management and scope of the branches

both in and outside China, and of the agencies and

correspondencies, general rules will be fixed by

instructions. These instructions will thus form a very

considerable portion ofthe composition and government
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of the entire Central Bank. As the statutes, stipulating

the organization and scope of the Bank itself, must be

prepared with the utmost care and approved by the

Government, it is of importance that the instructions

for those large offices to which a part of the work

of the Central Bank is deputed, should also be previously

submitted to the approval of the Government and of

the high body which supervises generally the actions

of the Bank itself. It will therefore be absolutely

necessary that these instructions, and any amendments

made to them, should be submitted to the approval

of the Government Commissioner and of the Board

of Directors.

F. General Advisers.

The Management of the Bank should moreover be

given the power to appoint independently its own

advisers for certain purposes, e. g., one or more legal

advisers to render constant assistance by giving legal

advice. These lawyers need not be in the service

of the Bank as its officials, but with regard to their

duties they will, by receiving a minimum annual fee,

more or less be permanently connected with the Bank.

In the same way the Management of the Bank

could appoint advisers abroad to assist them by advising

the Bank generally on the organization and the scope

of the Central Bank or in more special cases in

judging foreign conditions and in transacting the

Bank s business outside China. The Management
of the Bank should be left entirely free to determine

for what purposes they wish to appoint advisers and

in their selection of same.
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Besides these general advisers the Management

must have the power to app^int:-

G. Local Advisers

in those places where they may consider it desirable,

and particularly in places where branches or agencies

of the Central bank will be established. These local

advisers will then act with the agencies, in the first

place to assist the Bank's Agents in all cases in which

they may require the guidance of the local advisers,

and secondly also to a certain extent to exercise a

local supervision over the Bank's Agents on behalf of

the Management.

It has in practice already proved most useful to

stipulate that the securities of the Bank of Issue in the

custody of these separate agencies, as far as they are

not required for daily use, as for instance the i-eserve

of bank-notes which each agency will have to keep,

the similar reserve of precious metal etc, should be

locked up in a space set aside for the purpose by

the combined action of the agent and at least one

of the advisers.

The last organ of the Bank of Issue to be discussed is:-

H. The General Meeting of Shareholders.

In the first place the question as to who may be a

shareholder of the Bank, and whether the share shall

be registered or to bearer, should be answered.

In various banking laws it is assumed as a principle

that only natives of the country may be shareholders

of the bank, as, for instance, in Japan and in Swit-
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zerland. This stipulation is based on the consider-

ation that foreigners must be prevented from being

able to exercise influence on the course of affairs of

the bank of issue.

It is however doubtful whether this is prevented

by prohibiting foreigners from being shareholders; it

will obviously be possible in every country to find

subjects of that country who will be prepared to act

as men of straw and who as such are entirely under

the influence and act according to the directions

of foreigners, A very easy way of attaining this

object would be to incorporate a separate limited

company in the country of the bank, formed as a

purely national company, but the shares of which could

all remain in the possession of foreigners. Those

foreigners could then, as holders of those shares, have

the management of the company entirely in their hands,

even if the whole Management were composed of

subjects of the country of the bank of issue. The
bank of issue would then not be able to prevent

this apparently entirely national company from owning

shares of the bank of issue and of exercising share-

holders' rights, hence also voting.

It will be very difficult to formulate a prohibition

preventing foreigners from taking part in the capital

of the bank of issue which could not in some fairly

easy way or other be evaded by means of similar

physical or legal figure-heads. Hence I cannot see

the advantage ofany stipulation that the shares of the

new Central Bank of China may not be owned by
foreigners. It is far better by means of the Statutes

to create such restrictions of the power of the share-
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holders that the influence of foreigners in their capa-

city of shareholders may be«sufficiently counteracted.

It appears to me that by means of the system briefly

detailed above of curtailing the rights of shareholders

and by means of the election of the members of the

Management by gradations through the Board of

Directors, and by the stipulation that part of the

Management, viz., the President and the Secretary,

shall always be Chinamen, appointed by the Chinese

Government, will answer the purpose far better in

checking any undesired influence of foreigners upon

the Bank of Issue.

On the other hand it is certain that it will be much

better for the standing of the Bank and the confidence

to be placed in it both by the Chinese and foreigners,

which last mentioned will in many cases come into close

touch with the Bank, if its shares could find purchasers

outside the country's frontiers, and among other indi-

viduals than its own subjects, and that those foreign

holders, without having any direct influence, should

nevertheless also exercise some supervision on the

proper working of the Bank of Issue if it be only by

the very indirect way described above. Hence it

not infrequently occurs in other countries that foreigners

are not prohibited from acquiring shares in the bank

of issue, and exercising as such the same rights as

those possessed by national shareholders.

The capital of a bank of issue does not to the

same extent serve as working capital as that of ordinary

banks seeing that the bank of issue obtains its

operating capital almost entirely from the issue of

bank-notes and from the deposits and current accounts.



68

It is for this reason that in the statutes of a bank of

issue we frequently find a stipulation that the whole

capital of the company together with its reserve fund

shall be invested separately in stocks, so that the

so-called capital of the bank of issue completely

loses the character of working capital and is practically

turned into a kind of reserve fund. The acceptance

of shareholders of a bank of issue also primarily serves

to make it possible to create an institution with a

separate legal existence which consequently does not

come into the hands of the State.

Mr. Georges Pallain, Governor of the Bank of

France, expressed this character very clearly in his

interview with the American Monetary Commission,

viz., "The capital in reality only fills the office of

a pledge" and further "The capital is entirely private

property" (p. 189-190 "Interviews").

It will again be seen from these details how a

bank of issue is in many countries considered as an

entity entirely apart, with its own peculiar character,

and is, to give it its Latin term, a body "sui generis".

Hence it differs in nature, composition and scope from

ordinary banking houses, as both the Government and

the Bank's shareholders are given a certain amount of

influence but at the same time neither the Government

nor the shareholders are really sole masters of the busi-

ness. Particularly on this account there need be no

fear, generally speaking, of admitting foreigners to be

shareholders, on the contrary, the general standing

of the Bank will rather be improved by having

foreigners as shareholders.

There are still two other ways of ' counteracting
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undesirable foreign influence on the Bank, viz., by

having the shares registered and by restricting the

right of voting.

The most practical way would be to stipulate that

all the shares of the Bank must be registered in the

name of the owners. The transfer of shares can

only be effected after the new owner's name has been

registered in the books ofthe Bank and an endorsement

made on the share-warrants by the Management of

the Bank, and they shall be at liberty to refuse to

accept any individual or body proposed by the vendor

as new shareholder, without giving any reason. A
similar regulation appears, inter alia, in the Statutes

of the State Bank of Germany.

A very useful means of checking improper influences

is the limitation of the vote. In the first place it

could be stipulated that no person shall be entitled to

vote at the meetings of shareholders unless the shares

have been registered in their names more than 6

months previously. This will seriously impede

any buying up of shares at a given moment for a

certain purpose. It could moreover be stipulated

that holders of less than five shares have no right to

vote. Holders of not less than five shares have

one vote, and one more vote for every five shares

above this number, but no one may return more than

six votes, however many shares he may possess.

A holder of 30 shares has for instance six votes,

and a holder of 3000 has also six and no more.

It could also be stipulated that shareholders need not

appear at the meetings personally to exercise their

right to vote, but that they may delegate their right
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to a proxy, who must however also be a voting

shareholder and who may not as a proxy return more

than six votes. Hence the maximum number of

votes that a proxy may return for himself and his

mandator shall never exceed twelve. Any member

of the Management or of the Board of Directors, the

Government Commissioner or any official in the Bank's

service should be prohibited from acting as proxy for

any other shareholder.

Amendments of the Statutes of the Bank can only

be passed if not less than two-thirds of the shares of

the Bank already issued are represented in the meeting,

while a resolution for such an amendment can only

be passed by a majority of two-thirds of the votes

returned in such a meeting. It must be borne in mind

that the number of votes returned at such a meeting

will not be in proportion to the number of shares

represented at the meetings as holders of more than

30 shares may nevertheless only return 6 votes. Even

if in this manner the shareholders can only dispose

of a limited number of votes, they could still prevent

undesirable amendments being made by withholding

their shares, so that the required number oftwo-thirds

of the shares issued would not be represented at the

meeting.

It may however occur that amendments which are

both in the interest of the Bank and of the public

will be necessary, but through unforeseen circumstances

the required two-thirds of the shares issued cannot, be

collected at a meeting. With a view to this possibility

some arrangements will have to be made in order

to ensure the desired amendment being passed even
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with a smaller number of shares represented, provided

sufficient guarantee is given to prevent a smaller

majority passing a hasty or ill-considered resolution.

It could be stipulated that if less than two-thirds of

the issued capital is represented at the first meeting,

the Management shall be authorized to reserve the

proposed amendment until the next meeting of share-

holders, to be convened by them within not less than

three months from the first meeting, and this meeting

could be given full power to pass resolutions, inde-

pendent of the number of shares represented, but with

not less a majority however than two-thirds of the

shares represented at that meeting. By making

obligatory the wide-spread publication ofthe convocation

to this meeting by the Management and by stipulating

that all shareholders of the registered shares shall be

convened, by letter addressed to their last known

residence, to the meeting in which an amendment of

the Statutes will be proposed, with full notification of

the suggested amendment, the shareholders will thus

have sufficient opportunity to guard against any hasty

resolutions being passed contrary to their interests, or to

those of the public in general. These fairly long

periods will allow shareholders who do not agree with

the proposed amendments ample time to publish their

objections in the newspapers or in some other way,

and thus induce public discussion. By this means

there is therefore sufficient guarantee that public opinion

can make itself felt against undesirable influences,

whereas on the other hand there is opened the

possibility of enabling well considered amendments

being brought about within a reasonable space of time.



72

In the way briefly sketched above, the general

meeting of shareholders can be prevented from having

a too great influence on the affairs of the Bank of Issue,

which would enable powerful concerns, combinations

of bankers or political persons in the long run to use

the Bank for their own private ends, whereas the

method above described still leaves sufficient power in

the hands of shareholders in cases where vital questions

of the Bank are at stake.

CHAPTER V.

The capital of the Central Bank.

I have already briefly explained that the capital of

the Bank of Issue does not play the same part as the

capital of ordinary banking concerns, seeing that it

does not serve as the Bank's working capital. It is

therefore practically a matter of indifference whether

the Bank has a large capital. It would even be

wise, at any rate at first, to keep the amount of cap-

ital comparatively low. It will then be easier to

place and it will soon produce a satisfactory return.

Care should on the other hand, be taken that the

shareholders' profit should not become so excessive

that a struggle would, as it were, arise for the pos-

session of the shares; on this account many countries

have adopted the principle that in the first place a

suitable amount should be put aside from the profits

for the shareholders, but that the greater part or the

whole of the profit exceeding such amount should be

returned to the community.
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This system, i.e., of a comparatively small share-cap-

ital and the distribution of areasonable profit among the

shareholders to the exclusion however of excessive

profit, has in practice met with such good results that

I urgently recommend the acceptance of a similar

system for the Central Bank of China.

The Government apparently intends to fix the cap-

ital of the Central Bank of China at the sum of at

least 60 million dollars. It seems to me that such

an amount for the capital of the Bank is not only

entirely unnecessary, but will be open to grave object-

ion. In the first place it will not be easy to place

such a capital quickly; again, it will be difficult in

the beginning to produce a reasonable return on such

a large amount of capital. The Management would

then perhaps be led to employ that capital in the

ordinary business of the Bank, through which the

Bank would however lose considerable support that

it could retain if the entire capital were separately

invested outside the Bank's business in gilt-edged

securities, so that the capital would form a sound

reserve at all times, independently of the business

of the Bank itself. In this way it would become still

more difficult to earn a fair profit for the shareholders,

in case the share-capital, in proportion to the working

capital obtained from the issue of notes, should be un-

favourably influenced by reason of its abnormal amount.

It is by no means immaterial to the standing of

the Bank whether a considerable return is obtained

on the actual share-capital. Do not therefore render

the earning of this profit more difficult by making a

large capital from the beginning.
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I would therefore suggest that the share-capital

should not at first exceed the sum of lo.ooo.ooo Chin-

ese dollars (practically equal to £ i.ooo.ooo sterling

and to 20.000.000 of the new units proposed by me
for the currency in China) for the above reasons and

those defined in my book "On Chinese Currency,

Volume I", and if for various reasons it should prove

desirable to increase the capital it could be raised to

double that amount, viz., 20.000.000 dollars or about

40.000.000 of the said units. Suppose the capital

is fixed at 10.000.000 Chinese dollars and that within

a comparatively short space of time the issue of notes

would amount to 200.000.000 (not an excessive amount

considering that according to a recent official estimate

£ 20.000.000 was the nominal value of the Provincial

Government notes at present in circulation in the entire

State of China, the actual value of which is approxim-

ately £13.000.000 or about 1 30.000.000 Chinese dollars,

the redemption of which will probably be one of the first

duties of the Central Bank) and suppose further that for

the time being only 30 % of this note issue, a very

low figure, could be employed in the business of the

Bank, while the remaining 70% would have to be set

aside, either in precious metal or partly invested in the

gold reserve abroad, it will be readily agreed that

an average interest of 3 % could be made for instance

on half the amount of 20o.ooc3.ooo Chinese dollars

of the notes issued, i. e., 3,000.000 Chinese dollars.

If the working expenses of the Bank and the cost

of printing the notes etc., is estimated at 2.000.000

Chinese dollars (probably a too high estimate) then

there would still remain a net profit of i.ooo.ooo dollars,
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making lo O/o gross on the share-capital, or 7% net

on the same capital accoi^ing to the distribution of

profits proposed in Chapter XX. This profit would

then be increased with the revenue obtained from the

actual investment of the share-capital itself.

I shall not discuss the distribution of profits further

here as I have devoted a separate chapter to it (see

p. 223). I only wished to show the desirability of

not beginning with a too large share capital for the

Bank of Issue. With a view to the distribution

of votes it will be advisable not to make the shares

of too large denominations. I would therefore

suggest that the amount of the shares should be fixed

at 1000 of the new units proposed by me, which are

approximately of the same value as a thousand Reichs-

mark, fifty pounds sterling or two hundred and forty

American dollars.





PART III.

THE DUTIES OF THE CENTRAL BANK.

CHAPTER VI.

The duties of the Central Bank on behalf of

the State and in the public interest.

The Central Bank can, on behalf of the State, fulfil

two functions, viz:-

a. That of collector and, to a certain extent, of agent

of the State

;

d. that of banker of the State.

These functions must at all times be very clearly

distinguished on account of the most important differ-

ences in the consequences of the Bank's duties in

these two capacities.

A. The Bank as collector for the State.

If the Bank is organized on a sound basis it will

be, not only in name but also in fact, the central

money institution of the whole country, which will

eventually spread its branches and agencies all over

the country and will everywhere be looked upon as

the institution most capable of gaining the confidence
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of the public. This will particularly be the case if one

is convinced of the disinterestedness of its management

and that it works as much as possible for the public good

without respect of persons.

Owing to these various reasons the Central Bank will

at once be marked out as it were, to act as collector

for the State at all places where its branches are

established. Moneys temporarily not required by

the State Administration must be deposited at the

Bank and receivers of taxes and paymasters of State

expenses shall as much as possible deposit there, to

the credit of the State, the moneys not immediately

required by them, and shall withdraw from the Bank,

on account of such credit, moneys they might require

for payments. In this manner it may be assumed

that these temporary cash deposits of the State at

various places will be kept in a way which guarantees

the greatest security to the State, but these temporary

deposits may thus assist in extending the available

resources of the Bank, so that the Bank will again be

in a position to make use of these moneys, by means

of its centralizing organization, as much as possible to

the benefit of the general credit of the country. A cash

surplus which lies in the custody of a State receiver

for any length of time is dead capital; the same cash

surplus deposited at the Bank of Issue may partly

be used for the purposes which the Bank of Issue

should aim at by virtue of its vocation, and conse-

quently be employed to the public good.

This function of collector fulfilled by the Bank jiot

only gives the State a degree of safety and provides

the possibility of partly using the moneys deposited
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in the public inte rest, butthe Central Bank, with its

numerous branches distributed all over the country, is

eminently suited for remitting moneys for the account

of the State in the simplest possible manner. The
Bank could, for instance, in its own offices create at

many places smaller local money centres in which the

monetary traffic of the district could be concentrated as

much as possible. As far as this may at first be found

convenient the Bank will in China naturally be obliged

to keep a certain amount of metal in its vaults,

preferably in the coin of the country in precious

metal, against its note issue. This stock of metal

need not be kept at one central place, but the practice

of the Bank of Issue should rather be to provide the

branches and agencies each with a fairly considerable

deposit of their own, while keeping a large amount

at the head office. Now each of these branches

or agencies may act as a place where the temporary

cash surplus of that district is collected. The metal

money accumulated in this fashion may serve as a

portion of the general metal stock of the Bank to

cover the issue of notes, even if such issue should be

done in an ientirely different part of the country, where

there was at the time a greater demand for themedium of

exchange. The Bank may then safely leave this

excess of metallic money in the vaults of such a local

centre, unless the accumulation should proportionally

become so large, and the need of metallic money in

other places so urgent, that the remittance of the actual

metallic money should become necessary. The chances

are however that this will only occur in exceptional cases.

Such an accumulation of money in one of the
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centres indicates that there is for the time being too

much cash in that centre, and it may be necessary

to remove this excess in some way or other to one

or more places where there is a need ofthe pecuniary

medium. Now if there were no Central Bank, or if it

were not established in such a centre of abundance,

there would scarcely be any other way left than to

send these superfluous moneys to other places where

they could be more profitably used. Owing to the

numei'ous fluctuations which as a rule occur in the

demand for cash in various places, frequently within

one year, as for instance the demand for money in

the beginning of the agricultural season and the

abundance of it in harvest time, actual remittances

of money would be required unless the Central

Bank should render these remittances unnecessary

by offering to accept superfluous money in one

place and to provide it from its own resources in

places where a want of money arises. Similarly the

Bank could render the State great service as its

collector, for on receiving taxes which prove to

be unrequired in any districts it could remit this

money to other places, by means of its internal

organization, wherever the State may require it.

In this way an excess of taxes received in Canton
can be transferred to Shanghai, from Tientsin to

Peking and, simultaneously, any money required in

Mukden could be transferred thither from Shanghai
or Peking through the Central Bank, while it will

probably not be at all necessary to make any actual

consignment of hard cash to complete these transactions.

The local superabundance in Canton can be deposited
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at the Bank's office there while the branch at

Mukden could place note^at the disposal of the

Central Government against this deposit or vice versa.

The facilities thus rendered to the State by the

Bank could also be given to provinces, municipalities

and large institutions as, for instance, the Customs.

If the Bank is established in several principal places

in one province, it could stimulate a circulation between

those places in the same way as it could do between

places situated in various parts of the whole country.

The Customs could, for instance, by this means transfer

the surplus of export duties received by the Bank at

the frontier station in Manchuria to Han-Kow or Amoy,

or any other place desired by the administration of

the Customs.

It will be seen that the Central Bank is in a better

position to effect such transfers of money than any

other corporation, mainly owing to its obligation to

keep stocks of money throughout the country that

need not lie idle for the Bank, because, by means of

its peculiar organization, it has the power to issue notes

at one place against a cash deposit at another place.

If under extraordinary circumstances it appears

that the transfers of money in a certain direction take

a long time or are for too large amounts, the Central

Bank may eventually be obliged, in order to restore

the equilibrium, to resort to the consignment of hard

cash. It would therefore only be reasonable that

the Bank should in general charge a certain commis-

sion for its services in transferring the money. This

commission can however as a rule be less than the

cost of an actual remittance of money, because under
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normal circumstances the Central Bank will be able

to clear such amounts between its offices, so that the

amount of money finally transferred in natura would

certainly be considerably less than the total amount

of remittances effected both ways for third parties.

It may be well to observe in this connection that

it is the bounden duty of the Government to see

that there is sufficient coin available for circulation

throughout the whole country, and the Government

may not shift this obligation on to the Bank of Issue.

The Bank may therefore only render assistance to the

Government and may not be forced to remit money

at its own expense in such cases where the interest

of the Government should require such remittance,

and not that of the Bank.

If the Bank nevertheless were to undertake the

remittance of such money, the Government should

reimburse the Bank any expense incurred.

-ff. The Bank as banker for the State.

Although the function of collector or receiver for

the State may frequently blend with the Bank's services

to the State as banker, the latter duties are of a

totally different character. The State will not in

such cases require the Bank's assistance to execute

certain duties on its behalf, but it will apply to the

Bank to be supplied with means, which the State could

not at that moment obtain elsewhere on better conditions.

The Central Bank, which transacts ordinary banking

business to a not inconsiderable extent, must as much
as possible be open to every one in this capacity.

(I shall touch upon this more in detail later on).
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Hence it would in itself not be unreasonable to

expect the State to claim thd*right of having banking

business with the central institution like everybody

else and it may sometimes occur that it will attempt

to do so. I have already pointed out, in statements

of a more theoretical nature, that the public interest

will require of the Bank that it should act with

great circumspection in its banking relations with

the State, and that it should keep active super-

vision on business of this nature, even more so than

in the case of private persons. For involuntarily,

the Bank may allow the State to acquire influence on

the Management of the Bank, which would then be

easily led to do business for the State which the

Bank would not readily do for other persons. It is

therefore absolutely necessary that the Bank should,

in the public interest, look upon the State in its

banking relations as if it were a private person but

possessed of the means, however, which are at the

disposal of the State. It must then be decided

whether the Bank would be prepared to do similar

business on behalf of such a private person (powerful

merchant, banking concern or some such large

institution), for one must above all prevent business

being done for the State for which it would apply in

vain to the public market. I have already explained

above on what treacherous ground one would then

be treading and how bank-notes issued against such

a State debt not desired on the open market would

ultimately no longer be covered and would suffer

depreciation, to the great injury of both State and

public. The Central Bank must therefore be more
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than usually careful in accepting on their own account

either Treasury notes or Government loans in other forms.

It is a totally different thing however for the Bank to

place such Treasury notes or loans on behalf and at

the risk of the Government, and thus only acting as

middleman between the State and the investing public

at home or abroad, and there are undoubtedly circum-

stances in which the Bank can be of service to the

State in this way; but then the Bank is simply a

middleman or agent and is really nothing more than

the cashier or receiver for the State, as already men-

tioned. It is however most probable that in many

cases, if not always, it would also be better for the

Government itself to apply direct, without the inter-

vention of the Central Bank, to large banking concerns

both at home and abroad to place on the market such

loans in the form of Treasury notes or ordinary loans

by means of the financial institutions. If these

institutions are prepared to lend their services for the

purpose, they will undoubtedly reach a greater circle

of investors at home and abroad than the Central

Bank, and it is also better on this account that the

Central Bank should transact such loan business for

the Government in special cases only, and should

limit itself as much as possible to the duties of a bank

of issue proper.

CHAPTER VII.

The Central Bank and the currency.

The Bank will also be of signal service to the

State by giving its support and assistance towards
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maintaining a serviceable currency in the country.

The Bank would find ampl^ scope in this direction,

and such work may certainly be considered to belong

to the vocation of the Bank of Issue.

The Bank would render service in the following three

directions:

I. By issuing, hence bringing into circulation, good

coin of the country, and by collecting the super-

fluous coinage in circulation.

II. By maintaining the gold parity of the home

currency in connection with the foreign rates of

exchange by supervising the condition of the

rates to and from foreign countries.

III. By assisting in the withdrawal of undesirable

circulating mediums, such as Government notes,

which are exposed to depreciation or have

already suffered depreciation; by the collection

ofany silver coin which is to be withdrawn from

circulation, and finally by the withdrawal, if

possible, of copper coin when this proves to be

necessary for the improvement of the condition

of the currency. The last mentioned points

chiefly refer to the co-operation which can be

given in case of the currency reform.

I. It will afford considerable support to the circula-

tion in the entire country if the Central Bank is

prepared to assist in bringing good kinds of coin into

circulation.

Everyone who receives hard cash from the Bank

of Issue may as a rule rely upon the coin being true,

as the staff of the Bank of Issue will keep sharp con-
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trol on the coins passing through their hands. In

this manner the Bank of Issue can largely co-operate

in promoting the confidence of the public in the

genuineness of the coin of the country.

The Central Bank must be prepared not only to

issue coins, but also to collect them in the public

interest, either because there is no further demand for

this coin in circulation or simply because they are

presented to the Bank's cashiers to be exchanged.

The officials of the Bank shall on receipt of coin take

great care not to pass any false coin, and in this way

assist in purifying the circulation. The false or

damaged coins must not be simply returned to the

tenderers, and should the Bank find sufficient ground

to do so, it should institute an inquiry as to the origin

of such false coin. If however the coins are not

required for the purpose of such inquiry they could

be returned to the tenderer, but not before an official

of the Bank has cut them in two by means of shears,

so that the coin can no longer serve as money and

the holder will in this manner only get the coin at its

bullion value. The officials will undoubtedly have

disagreeable experiences by acting thus on receipt of

false or purposely damaged coin, as many a tenderer

will protest against the confiscating or cutting of coins

presented by him. It is nevertheless of great import-

ance for the public that the Bank should systematically

adhere to this course and render bad coin unsuitable

for further circulation. The Bank must also, in the

performance of these duties generally, be strongly

supported by the Government and the judicial

authorities, and it would be advisable for the Govern-
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merit to give the Bank a special commission in this

respect, either as one of the conditions on which its

charter is granted or by a mutual agreement to be

made with the Bank on this point.

We have already seen above what a useful part the

Bank could fill by being always prepared to withdraw

superfluous money from circulation. Practically in

every country where there is a bank of issue these

quantities of superabundant coin are withdrawn from

circulation by the bank and preserved in its vaults

until the need of coin is again felt and the public

will apply to the bank for it according to their

requirements. In this way the Central Bank will be

the large reservoir in which temporary abundance is

hoarded and from which everyone can draw when a

need for metal circulation is felt afresh.

The collection and re-issue ofgold coins can, generally

speaking, scarcely be called a difficulty for the Central

Bank. There will be a somewhat greater difficulty

in doing the same with larger silver coins, but as it

is after all one of the duties of a bank of issue, the

Bank in China will also have to take measures to

cope with the difficulty.

The case is totally different however with both

silver and nickel subsidiary coins, and particularly

copper subsidiary coins. These coins of an inferior

value cannot serve the Bank as a counter-value for its

note issue and an excessive abundance of such coin

has frequently proved disastrous. The Bank must

therefore be quite free to refuse to accept such coin in

anything like large quantities on its own account, and if

the general currency laws of the country contain the
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rational stipulation, (in force practically everywhere)

that no one shall be obliged to accept a larger amount

than a certain sum in subsidiary coin, e.g. 20 dollars

for silver coin and 5 or perhaps 2 dollars for copper

coin, this stipulation should also apply to the Bank,

so that it may also have the right to refuse to accept

large amounts on its own account. It may be

considered the special duty of the Government to

take measures to withdraw such subsidiary coins from

circulation in case a superabundance which ought to

be reduced should occur.

It is however not impossible that the Bank should

render its assistance to the Government in doing this,

and a special agreement to that effect between the

Bank and the Government might be seriously considered,

so that the Bank could assist in withdrawing from

circulation such subsidiary coin. The Bank would

eventually claim the right to charge the Government

a certain commission for duties of this nature. The

subsidiary coin thus collected should not form part of

the metallic stock of the Bank but could be kept by

the Bank on behalf and at the risk ofthe Government.

II. The maintenance ofthe foreign rates of exchange

is closely connected with the question of the balance

of trade and the balance ofpayment of China. I shall

discuss the question later on, and must refer the

reader to Chapter XIII for further details on the

subject.

I shall therefore only observe here that the Central

Bank can have great influence upon the settlements of

a balance of trade and a balance of payment.
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III. The Central Bank will also be in a position

to render considerable service to the Government in

another direction and also greatly to the public interest.

One of the crying evils of the present state of banking

and currency in China is that much paper money has

been issued without sufficient cover, which consequently

exposes such paper money to serious depreciation.

History has however, in this respect, only repeated itself.

What has happened in China has occurred in many other

countries. We need only point to the well-known

example of the French assignats during the first

French Republic, the former so-called greenbacks

of the Civil War in North America, and later still

the paper Wahrung in Austria-Hungary, In France

and America this State paper money became entirely

valueless, and in Austria it greatly depreciated.

In China itself there are innumerable examples of

such depreciation. How often has it not occurred

under former dynasties that new kinds of paper money

were issued over and again, while the most severe

punishments were decreed against any one who should

refuse to accept such paper at its face value. Even

recently in Canton and district, and also in other places

in China (vide Appendix A), a large quantity ofpaper

was issued by the Provincial Government without

sufficient reserve, with the inevitable result that it soon

suffered depreciation. In this case also did the Govern-

ment in Canton attempt to maintain the value of the

paper money by means of severe laws, but naturally

with equal inefficacy. Even if a shopkeeper says

that he will not act against the law and that he will

not accept the paper money below its so-called nominal
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value, no power can eventually force him to sell his

goods at the same prices against that paper. He
will naturally considerably increase his prices, he will

double or treble them, or even increase them still

more should he find it necessary, and from this rise

in price it will appear only too plainly that the paper

money is heavily depreciated and that it is farcical

to assert that the paper money is still accepted at its

nominal value. The same thing was seen in France

where a thousand francs or more was charged for a

pair of boots to be paid for in the greatly depreciated

assignats. The boots were not more expensive, but

the assignats had lost their purchasing power to such

an extent that a thousand francs in assignats was not

sufficient to pay for a pair of boots which in genuine

money would have been only worth twenty.

China will therefore also be obliged to put a stop

to the improper practice of issuing uncovered paper

money in excessive amounts as is done in certain

regions, and the Government will urgently require the

assistance of the Bank to restore some degree of order

in this respect. The Government could for this

purpose call upon the intervention of the Central Bank in

the same way as the Government in Austria-Hungary

appealed with entire success to the Austro-Hungarian

Bank for its co-operation.

The Government has, to keep to the example of

Canton, made large payments in uncovered paper

money; these payments were naturally for services

rendered to the Government in some way or other,

either for goods supplied or work done, for services

in the army or for other purposes. Hence whenever
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the Government has made a payment with this un-

covered paper money, it majj safely be assumed that

the Government has received a counter-value. It is

therefore no more than the Government's duty to see

that the medium of payment used in compensation for

the above value received, should as much as possible

keep the value that the Government assigned to it

at the time it used this medium of payment in com-

pensation for these services. In this way the Govern-

ment has, by issuing this paper money, in reality only

issued so many I O U's, hence the Government has

at that moment actually made no payment whatever,

nor has it given any asset in exchange for these

services. Paper money is, as a matter of fact nothing

else than a promise to honour, at a later date, the

debt acknowledged in this paper money, in the form

of other economic commodities which would have a

fixed value for the holder of the paper money. The

Government has therefore really put off the actual

payment, for which it made use of paper money, until

a later date when it will be in a position to liquidate

its debt with a better medium of payment.

The economical commodities which could be employed

by the Government to pay its debts incurred in the

form of an issue of paper money, could in the first

place be precious metal, which would have a fixed

value for any receiver. Such unsurmountable diffi-

culties are however connected with the payment in

precious metal, that it is at present almost certain

that the Government cannot use this method. The

Government could however appeal to the Central

Bank and request it to withdraw all the State paper
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money from circulation against issue of its own notes.

In doing this on behalf of the Government, the Bank

would pay the Government's debts in the form of

paper money, by issuing against them another economic

commodity, i. e., its own bank-notes, the value of

which can be known to every one, if the Bank of

Issue is properly conducted.

It will be understood that the Bank of Issue cannot

proceed to issue its own notes against uncovered

State paper money, unless it has first received the

full counter-value for the notes it will issue, seeing

that the Bank of Issue purchased as it were the I O U's

of the Government, viz., the State paper money. But

as the Bank is acting on behalf of the Government,

the purchase price must, in some form or other, first

have been furnished to the Bank of Issue by the

Government. The most obvious way in which the

Government can provide this payment will be to

obtain a loan, probably abroad, and to place the

proceeds of such loan at the disposal of the Bank

of Issue. This loan will naturally be delivered to

the Chinese Government in gold value, perhaps in

China itself, probably for the greater part outside

China.

The Bank of Issue could then take up that gold

value on its own account and could issue to that

extent its own notes with which to redeem the State

paper. The Austro-Hungarian Government acted

in precisely the same way during the years 1900

to 1903 and arranged with the Bank of Issue in that

country to withdraw the State paper money from cir-

culation. The Government first placed a sum of
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224 million crowns in gold at the disposal of the

Bank of Issue and requestod the latter to redeem

all the paper money in circulation in exchange for the

Bank's own notes to the amount of i6o million crowns,

and in new silver 5 crown pieces to the amount
of 64 million crowns; in other words that the Bank
was to purchase and pay the price on behalf of the

Government for the greater part with its own reliable

notes and the balance with silver crowns.

On a similar redemption in China it will not be abso-

lutely necessary that the Government should purchase

the paper money in circulation at the full nominal value.

Theoretically speaking this would naturally be the

moral duty of the Government. In the meantime

however the State paper money will have depreciated,

and this depreciation has become general. This depre-

ciation has indisputably caused loss and the persons

who have suffered such loss may rightly reproach the

Government on this account. But in most cases it

will be almost certain that this State paper money

has passed from hand to hand with the result that depre-

ciation will have gradually fallen to the present degree

after having passed through the possession of innu-

merable holders. Each time the paper was trans-

ferred to a new holder it will have lost some of its

value so that each new holder will have borne a part

of the depreciation, but on passing this paper money

to another the holder will eventually have resigned

himself to the depreciation. In any case it may

certainly be assumed that the last holder of this paper

at the moment of its redemption for bank-notes of

full value, will not actually himself have lost the full
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depreciation which these notes haye suffered. If

the said holder nevertheless received the full nominal

value, this would mean for him personally a consider-

able profit, viz., as large as the difference between

the nominal amount of the paper and the amount for

which he acquired it from the penultimate holder.

Although it should be deemed the duty of the State

to fulfil its obligations to the full, it would on the

other hand be foolish for the Government to pay that

difference between the nominal value and the actual

value at that moment of the paper to the last holder

who has not suffered the full loss by depreciation and

cannot therefore be considered entitled to receive the

full nominal value.

If the State should therefore instruct the Bank of

Issue to withdraw on its behalf this depreciated State

paper money, the Bank will for the purchase have to

pay the local prices of the paper money at that

moment. At the same time as the State publishes

the decree containing the instructions to the Central

Bank, it should have the genuine price of the paper

money in various parts of the country noted by its

officials, or better still by the officials of the Bank,

and it will have to announce that the Bank of Issue

will redeem that paper money on its behalf against

the Bank's own notes, in which transaction that value

of the paper money must be assumed which is

actually existing at that place at the time. If the

State did not take this measure great speculation

would immediately begin in the depreciated paper

money and the paper money would everywhere be

bought up as long as it was still valued below its



95

face value. The result would be that the difference

between the face value ancU the local value of the

paper money would not, or but to a small extent,

reach the holders of the paper, but would for the

greater part flow into the pockets of the purchasers

who had been more calculating than the actual holders,

as a handsome profit on this speculation. Not only

would these purchasers in this manner have an

unreasonable advantage by the payment of the full

face value of this paper money, but also in general

all holders of that paper who had accepted it below

its nominal value from the previous holders.

In this manner, the Central Bank could render

great service both to the Government and to the

public, by causing the fluctuating State paper money

to disappear entirely from circulation and to replace

it by its own bank-notes which eventually, with proper

management by the Bank, would gain unlimited

confidence everywhere. The Bank will in this way

also be benefited in at once creating a large circulation

of its own notes. This enabled the Austro-Hungarian

Monarchy to withdraw its paper money from circulation

entirely within a comparatively short space of time,

without causing economic shocks, and it has since

replaced it by a sound circulation of full valued bank-notes.

In what manner the Bank will be able to maintain

the nominal value of its own bank-notes, even without

making them redeemable against precious metal every-

where in the country, I shall explain fully in Parts IV

and V.

With the co-operation of the Central Bank an end

can therefore, in a simple manner and probably within
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a very short space of time, be put to the serious abuse

in the circulation of depreciated paper which is a

source of numerous difficulties to the Government,

commerce and industry and also to the general public.

CHAPTER VIII.

The Central Bank and the other banks.

The establishment ofa Central Bank will undoubtedly

at first not be hailed with full approval by the other

bankers and banking concerns existing at the time,

for many will expect that the Central Bank will to

a certain extent compete with those existing banks

and in consequence of its privilege will create a new

monopoly which will force the other banks to sacrifice

part of their business.

There is undoubtedly a basis of truth in these

expectations, but it appears to me that if the matter

is well considered, there should be no reason why the

existing bankers and banking institutions should look

with envy upon the establishment of a Central Bank.

It is natural that every change in the conditions

of the moment, every reorganization of the existing

systems, interfere with the existing rights and relations

and it must in some cases be undoubtedly unpleasant

to experience such influence on one's business. One
must however not only look at the momentar>'

influence and the changes resulting therefrom, but one

must in such cases look further ahead and see what
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the ultimate consequences of those changes will be in

the future. There will then be no doubt whatever

that the Central Bank will in the future be of great

importance and of great service to the existing banking

institutions. We have seen in all countries where

there is a well regulated bank of issue, how such a

bank can to a great degree support the other bankers

and banking concerns, even the largest of them, and

how eventually the central bank can be the friend

of them all. In technical language it is frequently

said that the central bank is the bankers' bank.

This notion however must not be understood so

strictly as is frequently done, that the Central Bank

is really only for the benefit of other banks, for then

the Central Bank would in reality only be the servant

of the other banks and noc of the public, which in

the first place it must be.

But even without being the servant of the other

tanks the Central Bank can be of great service to

them. It can be the neutral mediatory body in which

every one of the other banks places full confidence

and which in this way can act as the central clearing

house between the other banks mutually in so far as

they should feel the want of a central institution in

this direction. The Bank could for them be the

body where in times of abundance of money they

<;ould deposit their superfluous funds, either to deposit

the.Ti in a safe place or against a counter-value

obtainable elsewhere, by which means they could make

their excess of funds bear fruit (see Chapter XII).

On the other hand the Central Bank may in times

of stringency be a source whence the other banks can

7
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draw funds by presenting bills for discount or by loans

on acceptable security.

Finally these banking concerns, or at least those

that issue their own notes, could leave this part of

their business to the Central Bank and only make use

of the bank-notes issued by the Central Bank.

Many will look upon this differently, viz., that it

will, to a considerable extent, injuriously affect the

banks now issuing their own notes if they should be

forced to cease such issue, and that the establishment

of a Central Bank will, particularly on this account, be

disagreeable.

I am absolutely convinced that this is an unfounded

conclusion and that all those who still adhere to this

view will eventually see how much better it is for all

parties concerned that the issue of bank-notes should

not be ia the hands of private banks but of one

central institution.

It is naturally not pleasant to find that one has to

sacrifice a business, particularly if one believes oneself

able to make some profit out of that business. And
yet I venture to assert not only that the business of

issuing bank-notes will eventually not be desired by
the ordinary banks but also that it can scarcely be

considered profitable, and my assertion is supported

on this point by the history of practically every

country. It is remarkable that the pliu-ality of banks

issuing notes, which in most countries arose fi-om the

historical development of banking and currency, has

more and more made way for centralization in this

respect. I have ateady pointed out this fact (Chap-

ter II) when discussing the subject fi-om the point of
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view of public interest. I shall here devote a few

words to the same subject l^t looked at from the

point of view of the private interest of the ordinary

banking concerns which now issue notes.

In by far the majority of cases, this private interest

has finally brought the banks to render up voluntarily

their privilege of issuing notes.

The issue of bank-notes, which must of course have

the full confidence of the public, is not such a simple

matter. A bank doing this work must take very

special measures as to its liquidity with regard to its

note issue. A bank-note can only eventually gain

general confidence if the public is assured that this

note, being no more than an acknowledgment of

debt on paper, can at all times be exchanged for a

tangible value, either in the form of a precious metal

or of economic commodities, the value of which can

be immediately realized and is unhesitatingly accepted

by every one. Hence the stipulation laid upon most

banks of issue that against the note issue a large

amount of precious metal must be kept in their

vaults. Keeping such an amount of metal in stock is

not only unproductive for the issuing bank to the

extent of the amount kept, but its custody and the

handling of such stocks of metal demand a special

installation in the premises and a special organization

of the staff. Extensive safes are required and a

large properly trained staff to transact the cumbrous

and time-wasting manipulation of metal in large masses,

so that the metal stock is not only unproductive but it

forces the issuing bank to incur great expenditure.^

Of course the practice of an issuing bank can undoubt-
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edly be very profitable, in spite of the expenses and

difficulties, but only if the issue of notes is very

large. The function of an issuing bank can therefore

only be profitable if a great degree of centralization

into one or only a few institutions can be attained,

and it has been proved everywhere that an issue

of notes on a comparatively small scale produced

but slight profits for the issuing banks and the

exploitation even not unfrequently showed a loss.

Exceptions to this rule are still found in countries

where the system of banks of issue is not so deeply

rooted that the banks of issue have attained the

same high degree of perfection as is required of such

concerns in countries of higher civilization. In this

way it is possible that private banks may still have

been able to make profit on their note issue in less

developed regions, such as for instance colonial terri-

tories, newly opened countries, etc., where the possibility

of using the notes of a bank as a medium of payment

was so welcome that the receivers were not so careful

as to their being immediately redeemable. In such

districts, notes are taken more as an acknowledgment

of debt, given by the issuing banks which are considered

sound on personal grounds, or where the population

itself is still at such a low degree of civilization that

on receiving such a paper medium of circulation from

their chiefs or industrial employers, they dare not doubt

the genuineness of the medium of payment. It may
however be considered an impossibility that in the

so-called civilized states a private banking concern

could bring large amounts of its own bank-notes into

circulation, unless the receivers of such notes were
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absolutely convinced that considerable liquid reserves

either in the form of precioas metal or other gold

value, were always kept in stock against such issue.

If therefore such colonial countries reach an equal

degree of civilization, the issue of bank-notes there by

an ordinary bank will eventually become difficult, if

not impossible, unless the said bank should offer

guarantees similar to those of a central bank of

issue instituted by public authority. But then such

a private bank will also experience all the disadvan-

tages of maintaining its reserves in a high degree

of liquidity. This is one of the principal reasons

why, in England, Germany, Switzerland and many

other European countries, in various oriental coun-

tries, the Straits Settlements, Sumatra and Japan,

the private banking concerns which possessed their

own note issue, finally assisted more or less in entirely

abolishing such note issue or at least in restricting

it within very narrow limits, so that it is now of little

consequence.

There are also at the present time in China various

bankers and banking houses, both of Chinese and

foreign nationality, who in their business as private

bankers or banking houses have brought their own

notes in circulation. The note issue of the foreign

banks is but small in proportion to the enormous

extent of China, and they were mainly enabled to

make profit, as far as this was still possible under the

circumstances, because they were not obliged to work

on such strict lines as a bank of issue.

If China also desires to develop itself economically

in this respect, she will, eventually, either by the
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force of public opinion or perhaps even through the

Government, demand the same guarantees for the

issue of bank-notes, and then these banks which still

make profits from their issue, will benefit much less

by such issue and the yielding up of this privilege

will no longer be a great sacrifice.

Any considerable extension of the circulation of

notes issued by private banks is practically impossible

both for the above mentioned reasons and on prac-

tical and commercial grounds. No banking institution

will in the end be prepared to promote the circulation

of the notes issued by a competing bank, by which

means the latter would gain a considerable advan-

tage in trade over the other banking concerns.

The other banking houses will therefore in their

own interest attempt to restrict such issue, and the

means of doing so are obviously simple. The banks

need only refuse to accept such notes — which no

one can force them to do — so that the public con-

fidence in these notes will be shaken to such an extent

that they will be offered in large amounts for redempt-

ion to the bank that issued them, and it is obvious

that this institution cannot refuse or even hesitate to

redeem these notes, save at the risk of its credit being

called into question.

Hence in China as in most other countries, there

will eventually be but little chance of private banks

augmenting their own note issue beyond a certain

figure, which probably will not be much higher than

that already attained, and it is highly probable that

such issue will become increasingly difficult and even

will finally make way for a different system of circu-
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lation medium. With a view to this it is therefore

far wiser and more beneficial*for all parties, even for

the banks at present issuing notes, to assist in establish-

ing a neutral central institution, based on the most

sound principles, which will eventually undertake the

exclusive issue of bank-notes. The banks will in this

way be no more injuriously affected than they otherwise

would have been ; on the contrary they may all, even

the largest, benefit greatly by the central banking

institution.

I wish to add a few words with regard to bankers

and banking houses of Chinese nationality. From

time immemorial it has been the custom of these

Chinese banks to issue their own bank-notes and many
have eventually succeeded in placing into circulation

a not inconsiderable amount of their paper as a medium

of circulation. Almost without exception the results

of such a procedure have been most deplorable. The

paper issued frequently ended in becoming totally

valueless, and even in the more favourable cases it

led to a great depreciation, while scarcely one example

can be quoted where such paper was eventually able

to retain the public confidence. It will be plain to

everyone that the issue of paper by such private

institutions or persons must absolutely come to an end.

The Bankers' Guild in China is highly developed,

and I willingly admit that many excellent and able

persons have always been among their number, and

even at the present moment the Bankers' Guild is a

powerful organization which in many respects has also

worked to the public good. That does not however

preclude the history' ofChina from proving convincingly
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that the issue of bank-notes should not belong to the

sphere of this honourable Guild and it is impossible that

a solution to this difficult problem of the development

of note issue could be found in the organization of

the Guild.

There is therefore for the Chinese bankers no reason

either to take up a hostile attitude against the Central

Bank on the ground that it will have the exclusive

privilege of issuing notes, and, I may say, the consider-

ation that they will eventually greatly benefit in their

business by the support of the Central Bank applies no

less to these private Chinese bankers. The Central

Bank will of course have to be most careful with the

actual banking business which it could do in China, viz.,

discounting and granting loans, particularly at first

when its business is not yet established on a firm

foundation. There is no doubt however that these

Chinese bankers will also find great support in the Central

Bank, which enjoys every one's confidence, and profit

by a medium of circulation valid throughout the country

and which could obtain unlimited confidence everywhere.

Ask the Chinese bankers and merchants in Netherlands

India what facilities and support they enjoy from the

bank of issue established there, the "Javasche Bank".

I have no doubt that the most convincing evidence

to that effect, founded on many years' experience, could

be obtained from the Chinamen domiciled there.

Both the foreign and Chinese bankers will be affected

in another way by the establishment of a bank of

issue and will consequently have to modify their

business, viz., as regards money changing, which is

now done on such a large scale. It cannot be
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denied that both home and foreign bankers in China

at present earn profits fromihe necessity of constantly

converting money owing to the fluctuation of the

various kinds of money and units in use in China.

Even more than the different kinds of money, the

enormous variety of units in the form of more than

ICO different kinds of taels etc., which are still in

force, repeatedly require conversion, and as a rule a

certain commission is charged by some financial middle-

man or other for each conversion. In this respect

China is a replica of the European States of the middle

ages and even in some places of the Europe of but

50 years ago. The great development of culture

in the Western States has however necessarily levelled

all these small local differences. The many kinds of

money in circulation in Germany, even within the last

50 years, have gradually had to make room for a uniform

system of currency and banking, when the profits of

constant conversion which was then necessary were

done away with, butjust because of this new uniformity

the banking business and the entire banking system

in each of those countries have developed to such an

extent that not one of the present bankers would

wish to return to the former state of affairs with a

view to his own profit.

If China wishes to continue to develop by the

construction of railways, of better thoroughfares for

carriage and motor traffic, if she, briefly, wishes to

continue the general development of the country

in which she has of recent years made enormous

progress, it will be inevitable that in large areas,

sooner or later, uniformity in the calculation ofmoney
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should be attained. Even without legislative inter-

vention, practical considerations have caused such a

unit to be largely accepted in the important traffic

centres, and in Hongkong, Canton, Shanghai, Tientsin,

Peking etc., units in currency have already penetrated

which are being accepted by continually increasing

numbers of the population. Hence without legislative

measures the practice of everyday life will eventually

give the further penetration of those units an

irresistible power.

It will however be better for all parties concerned

if the guidance in these matters is assumed by the

authorities so that a new state of things will be more

readily created by purely scientific methods than

would otherwise be reached on practical lines. The
Chinese bankers would do well to bear this necessity

in mind, and to change their business in time, so that

it will accommodate itself to the new conditions.

Numerous are the examples in history of those who
had not the foresight to accommodate themselves to

the new and inevitable conditions in this way and

who were in the end left behind by others who had

become the more powerful for having done so.

May the Chinese bankers be wise enough not to

cling to their old methods of calculation and constant

conversion, thus attempting to maintain the medieval

state of things in currency and banking. The com-
mission they earn thereby will be easily exceeded by
the profits resulting from a rational extension of their

banking business into new fields which will develop

the country and the nation, so that better prices will

be made for the nation's crops and labour, and will
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enable the great mineral deposits still untouched to

be exploited to the benefit •£ both private individuals

and the population in general. Those who foresee

this will also understand that the new Central Bank
will not be their enemy who will ruin their present

business, but a friend who can greatly assist them

in guiding their business into better lines to their

greater profit. The new Bank will also be the

Bankers' Bank for the Chinese bankers, so that they

too will in many respects enjoy the genuine support

of the Central Bank. They also will benefit by

the Bank becoming the general clearing house and

undertaking to effect for them, safely and easily, any

remittances which their affairs may require.

CHAPTER IX.

The Central Bank and the public.

I have already indicated in a few words what a

great and honourable vocation the Central Bank can

pursue by acting as far as possible as a Bankers'

Bank, but also that its duties as such may not go to

such lengths that it actually becomes the servant of

the bankers and mainly promotes their interests.

For if the Central Bank properly conceives its task

it will also be open to the general public as much

as possible.

This does not mean that the Central Bank should

purposely compete with the ordinary banks and should.
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as the latter usually do, canvass for clients. In this

respect the Central Bank should be more passive and wait

until the public requires and calls for its assistance;

but in case the public actually appeals directly to the

Bank of Issue it should respond to such appeal, unless

there are reasons why the public should preferably be

referred to the ordinary banking institutions.

In the history of many banks of issue this has been

a knotty problem, and, practically everywhere complaints

have been loud in private banking circles concerning

the competition of the bank of issue and the

advantages which it has over ordinary banks facil-

itating such competition. It may comfort the banks

of issue that this complaint has been made in all

countries, even in those where the bank of issue has

kept to its special duties as strictly as possible. And
in these countries it has frequently been discussed

whether the bank of issue should not be a bankers'

bank exclusively, as the private banks have desired

in many cases, or whether the bank of issue should

also be directly open to trade and industry and to

the public in general.

In most cases the sound common sense of the

Management of the Bank of Issue will decide upon

this point, as it is really in a better position to judge

of the motives for its own actions.

The Management of a bank of issue should make
it a rule not to go out of its way to compete with

other banks, but neither, on the other hand, should it

help one or more large banking establishments to

create a banking monopoly by placing itself at the

disposal, to a special degree, of one or more of these
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large bodies. The bank of issue should under all

circumstances remain a neug-al institution which must

be open to every large or small concern or private

individual, and which may only render special assistance

to certain persons and institutions if reasons affecting

the general public should temporarily make such action

necessary. Hence it may be desirable in times of

crisis that the bank of issue should help one or more

banking concerns to a special degree if this would

benefit the public by being the means of avoiding a

catastrophe. It may also happen that in time of

war the bank of issue may render special assistance

to the State to a greater extent than would be justifiable

in normal circumstances.

Apart from these special cases however a proper

conception of the duty of a bank of issue would lead

its Management to treat everybody as far as possible

in the same manner. Most remarkable in this res-

pect is the answer of the Governor of the Bank of

France to the American Delegation on Banking sent

to various countries and already mentioned above.

The Governor, Mr. Georges Pallain, states that "We
have as a principle to be on good terms with every-

body, and better with certain persons".

As a rule banks of issue are purposely restricted,

by means of their statutes or in their Patent, in

their methods of doing business, and are, inter alia,

generally prohibited from granting blank credits. This

is naturally done because the bank of issue must be

as careful as possible in its operations, and there must

never be any doubt as to its notes being fully covered.

These reasons alone oblige a bank of issue to assume
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a different attitude towards the public from that of

ordinary banking houses which are not liable to such

severe restrictions in their business. A bank cannot

however be conducted by rules and regulations, and

sound common sense is in the first place required by

the Management of the bank, and the common sense

of the Management will have to find a way out of

this question.

With this express reservation and the equally emphatic

stipulation that a central bank must avoid competing

with other banks by canvassing for business, the

Bank must as much as possible be open to everyone,

both for the acceptance of discounts and loans, and

also for the execution of orders as, for instance, the

transfer of money. The privilege of issuing bank-

notes being granted to the central bank shows that

great confidence is placed in the central bank over

and above the ordinary banks. A natural consequence

of this privilege however is that the bank requires a

large working capital, mainly consisting of the wealth

of the nation, and this is why it is also the duty of

the bank to place the funds in its hands as much as

possible at the service of the country.

It will therefore be wise to keep the two principal

functions of the central bank distinctly apart. The
first and most important function must always be to

act as a bank of issue, in other words the bank must

before everything else fulfil its vocation of providing

the country with a sound and commodious medium
of circulation in the form of its own bank-notes.

After this, and then only, it is the bank's duty to

employ as far as possible the funds entrusted to it to the
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benefit of the community in general by granting credit.

In China particularly it ^ill be of the greatest

importance to bear well in mind the difference between

these two functions, and also their relation to each

other; in China especially it will be the principal duty

of the Bank of Issue to promote the establishment of

a sound currency and banking system. The Bank
will therefore in the beginning have to devote all its

power to creating everywhere an unlimited confidence

in its bank-notes and to procure their acceptance as

much as possible in the place ofthe confused currency

existing at present. With a view to this the Central

Bank will, particularly in the first few years, have to

keep its reserves against the note issue in a high

degree of liquidity and a proportionately large stock

of precious metal or its equivalent, so that it may be

able to redeem its notes at any time against that

tangible value. The maintenance of such propor-

tionately large liquid reserves against its note issue will

then necessarily lead to a restriction in inverse ratio

of the extent to which the Bank can again offer its

funds to the public in the form of credit.

In most ofthe civilized countries it has been generally

accepted that the Central Bank must keep a metal

stock of at least 40% with which to redeem its bank-

notes immediately on tender, while the remainder,

varying as a rule between 50 and 60% of the funds

at its disposal, may be employed in granting credit in

the country. In China however such proportions

as 40 to 60 0/0 must not be applied for several years

to come. At first a proportionately very high percentage

of the reserve against the bank-notes will have to be
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kept in an absolutely liquid form and only a compara-

tively small percentage may be used for granting credit

in the country, and this latter percentage may only

be increased gradually with the utmost precaution.

Hence the service which the Central Bank in China

will render to the public will in the first place be a

sound circulation, to which may be added that the

Bank will also be generally prepared to develop this

circulation by means of transfers in the books either

of the same office or to those of other offices established

in various parts of the country, and only in the second

place may the Bank pursue its vocation of granting

credit in the country.

Whenever, therefore, the Bank grants credit in the

country it should at first be exceedingly careful as to

the persons to whom such credit is given and with

regard to what is given in security for the money

advanced, and it is consequently most probable that in

the first few years the chief business of the Bank will

be with other sound banking houses because it will

then undoubtedly obtain the best guarantees.

The natural consequence will then be that the Bank

will, in apparent contradiction with what I have

described above, act much more as a bankers' bank

than as an institution equally open to every person

worthy of credit in the country, for it will frequently

be difficult for the Bank, particularly on account of

the remarkable and far-reaching evolution of commerce

and industry and of the whole economic life in China,

to judge how far it may safely, as regards its reserves

against the note issue, do business with private persons.

The Bank must only be prepared to do with private
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persons such transactions of which it may be inferred

beforehand that they will ^certainly be completed

within a comparatively short period, say 3 or 4 months,

by converting into money goods exported, or otherwise.

As a rule, at least during the first few years, it will

mostly be the case that business presented to the

Bank of Issue by other banking concerns will offer

more guarantees of a sound and certain completion.

This will only change very gradually, in the course

of many years, by a rational development of trade in

the country and by the increase of the wealth of

private tradespeople.

I therefore wish to point out the great probability

that the Central Bank in China will act much more

as a bankers' bank, at least for a number of years,

even if it did intend not to| act only as a bankers'

bank but also to place itself as much as possible at

the disposal of the general public.

In this respect the Central Bank of China will most

probably pass through the same phases of evolution

as, for instance, the Bank of France, of which the

Governor, Mr. G. Pallain, in the above mentioned

interview with the National Monetary Commission,

in reply to the question: "Is the Bank of France

regarded as a bank for banks or as a bank for the

people?" said:-

"The Bank of France remained for a long time,

indeed, the bank for banks, but since it has covered

so much territory with its numerous branches; since

the minimum amount of all its operations has been

lowered; since it has opened deposit accounts to all;

since it has tried to simplify and minimize the formal-
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ities required by its special charter, the industrial and

commercial world has come to use the Bank directly

to a much larger degree. At the same time its

credit has come out stronger, firmer, more popular

from all the political and financial crises, so much

so that to-day one can reply without hesitation that

it is already and that it tends to become more and more

— as you ask — the bank of all the French public."

May the Central Bank of China at no distant date

be able to say, similarly, that it tends to become more

and more the Bank of the entire Chinese nation.

CHAPTER X.

The operations of the Central Bank.

In connection with the preceding chapter I wish

to say a few words as to how the Central Bank must

employ the funds at its disposal for the purposes of

granting credit in the country.

A. Discounts.

The discounting of bills, both those payable in China

and those payable abroad, will in the first place be

adapted for this purpose. Good commercial bills

are in all countries considered to be among the best

and most liquid assets of a bank. It must however

be practically certain that these bills will be honoured

when due, hence the reason why such bills must
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comply with conditions which guarantee this certainty

before being acceptable to«a bank of issue. One
of these conditions is, firstly, that the bill should bear

at least two or if possible three signatures, while all the

signatures should be such as would strengthen the bill.

A bank of issue cannot therefore accept such pro-

missory notes, so customary for instance in the United

States of America, as are a promise to pay in the form

of an acceptance by one single person. Moreover

the bills should as much as possible be based on or

connected with a commercial transaction which in

itself forms a liquid element. By this is to be under-

stood that such a commercial transaction should also,

in approximately the same time as the term of the

bill, have reached such a degree of completion that

a payment in money takes place in termination of

the commercial transaction.

An example may illustrate this. Let us suppose

that a merchant in China purchases a crop of soy

beans and sells it again to a merchant in London,

then bills could be made out in various ways for

these two transactions of sale and purchase of this

parcel of beans. The buyer in China will not, as a

rule, have sufficient money in hand to be able to pay cash

for the entire parcel of beans. This will particularly

be the case if he does not receive cash payment, as is

most probable, from the party to whom he has again

sold the parcel of beans. The buyer in China will

then preferably pay the seller in China with a 3 months

bill. He can do this in various ways; either by

asking the seller in China to draw such a bill on

him, the purchaser, which he, the purchaser, will then
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accept payable 3 months after date, or the purchaser

in China could ask the bank with which he has an

account, to accept on his behalf against delivery of

the shipping documents relating to the soy bean

transaction, a bill for the amount payable after 3 months,

which bill the purchaser would make payable to the

order of the seller in China, The seller could then

in both cases convert this bill into ready money by

offering it to be discounted in the open market in

China or to some bank or other. If both purchaser

and seller in China, and the accepting bank enjoy a

good reputation, the seller in China could offer this

bill direct to the Bank of Issue to be discounted, and

generally speaking, the Bank will readily buy such

a good commercial bill bearing two or three sound

signatures.

The purchaser in China who has asked his own bank

to accept the bill for him, will naturally have to supply

counter-value in some form or other, usually in the

form ofa security given to that bank. The security

could, inter alia, be the following : the buyer in China,

who in turn now acts as vendor of the same soy

beans to another merchant in London, who acts as

buyer, will also ask the said London merchant to

accept a bill for the payment of the purchase money.

The buyer in London will probably again be in the

same position and have his own banking connection,

and as bills drawn on first-class banking houses and

accepted by them can as a rule be more readily

discounted than bills that are only accepted by the

buyer of the goods, it frequently happens that buyers

abroad request their own banking institution to open
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a so-called confirmed credit, upon which bills o

exchange can be drawn. •

In this way a first-class banking house in London can

address a letter (or a telegram) to an exporter of soy

beans in China authorizing such exporter to draw

bills of exchange on it up to a certain amount against

the sale of soy beans to a purchaser in London, and

promising in this letter to pay such bills on maturity

to every lawful holder. On the ground of such a

confirmed bank credit the exporter in China will no

longer draw a bill on his buyer in London but on

the bank indicated in this way by the latter, and

the exporter will offer for sale the bills thus drawn

by him up to the amount of that letter of credit to a

banking concern in China. The banks in China will

as a rule readily discount such bills which are confirmed

by a first-class banking house in London, as they are

certain that the London bankers will accept these

bills on presentation and the standing of the London

bank provides sufficient security that the bill will be

honoured at maturity.

As a rule the shipping documents (the Bill of

Lading, Insurance Policy, etc,,) are deposited with the

discounting bank as security by the exporter in China,

by virtue of which documents the bank has as security

the possession ofthe goods shipped. These documents

are then on arrival presented to the bank on which

the bill is drawn with a statement to the effect that

the documents will be delivered on the acceptance of

the bill by the London bank. The London bank

will then by accepting the bill be bound to pay it,

but it has on the other hand obtained possession of
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security for this payment in the form of documents

by means of which it can obtain delivery of the goods

and, if necessary, cause them to be stored in its

name, so that its right of pledge to those goods

is sure.

Such bills, so-called first-class confirmed banking

bills on London for instance, will as a rule be readily

accepted by a Central Bank in China, so . that the

Bank in this way will also be in a position to finance

the crops in China by granting discounts and advances

on similar bills to the exporter of soy beans in China.

In the first case the Central Bank will receive in

China the repayment of bills discounted by it, and in

the second case in London, where the sum paid to

it could be used to supplement its gold reserve

abroad, so that in both cases such discounts should

be very attractive for the Bank of Issue.

The Bank of Issue need not only accept such bills

from the vendors, e.g., from the private merchants in

China, but may also take over such bills from the banks

which have accepted them from the merchants in the

first instance. It would even be better for the Central

Bank that such bills should be presented for discount

through banks in China as, generally speaking, it may
be considered more regular if the trade should do

its banking business with private banks. The private

bank may then continue to do its business with

merchants and the Central Bank has the additional

security of the signature of the private bank on the

paper presented.

In yet another manner can the Central Bank be of

use to the private banking houses. Suppose that
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the private bank prefers to keep the discounted bills,

and yet wishes to make jts discounts liquid once

more, then it can deposit these same bills with the

Bank of Issue as security and in this way obtain a

loan, requesting these bills with the documents attached

to be sent to Europe to the branch of the Bank of

Issue, and to have them presented for acceptance to

the London bank in question, and after acceptance

to place these bills at the disposal of the representatives

of the private bank which gave these discounts as

security for loans in China. The said representatives

of this private bank in London can try to negotiate

these bills privately on the London market, which

private discount will in most cases probably be at a

lower rate than that of the Central Bank in China.

The private bank in China will then during the transit of

these bills to Europe have obtained an advance from

the Central Bank on this security and consequently

have kept its capital liquid, and yet will have been

able notwithstanding to profit by a low private

discount in London, by again selling these bills on

advantageous terms. The Bank of Issue in this way
receives the repayment of its advance in London

and may again use this money to reinforce its gold

reserve abroad.

The Central Bank in China may therefore be in a

position to render excellent service both to commerce

and private banking concerns, either by discounting

such bills itself or by advancing money in the form

of a loan on the security of the bills, the latter more

particularly to banks established in China, These

banking facilities granted by the Central Bank in
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Netherlands India are frequently made use of by the

private banks, even by the largest and most powerful

concerns among them.

B. Loans.

As a rule the advance of money in the form of a

loan on security is also considered part of the function

of a bank of issue. This security may consist of

stocks, merchandise, bills, precious metals or even

sometimes of jewellery and similar objects of value.

As with all business to be done by the Bank of

Issue, it will have to be most careful in granting loans

on security as counter-value of its note issue, both

with regard to the borrower and to the security offered,

and the Bank must make it a principle that the loan

must only be for a limited period and that it may be

easily recalled, either by reason of the financial strength

of the borrower or the liquidity of the pledge, or still

better through both together.

Hence the Bank may only accept as pledges such

stocks as may be reasonably assumed to be sound

and also, if necessary, readily saleable in case of

defalcation.

The latter is a particularly difficult question. It

may happen that the stocks and shares are really very

sound and in every way to be recommended for a

safe investment, but yet they may, in times of crisis

and tension, prove unsaleable, and it even frequently

occurs that less sound stock, indeed stock of a really

speculative nature, may find a readier sale than the

very sound paper.
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It is therefore impossible to state fixed rules for

loans on securities by a ttllnk of issue and, in this

respect particularly confidence must be placed in the

sound opinion and practical experience of the Manage-
ment of the Bank in their selection of the stocks

which may be accepted as pledges for loans.

This also applies to loans on merchandise. It is

undoubtedly the function of the Bank of Issue to employ

its funds for loans on goods, because it will in this

way be of real assistance to trade proper, both import

and export.

The value of the goods is however, for the staff of

a bank, much more difficult to assess than the value

of stocks and shares. Not only is there an infinite

variety of kinds, but goods may deteriorate by

being kept too long or for other reasons, so that in

many cases a loan, on goods which at first were

excellent security, may deteriorate to such an extent

that the security as it were slips from the hands of

the Bank of Issue, even without there being any

question of fraud.

Another objection to loans on goods is that these

goods must as a rule be stored, so that a continual

guard or supervision is required, not only on the actual

storage of the goods, but also to see whether they

remain so stored. This may not be so difficult in the

case of goods which are warehoused in so-called bonded

stores, or of goods which require no further treatment,

but it is much more so with goods which must still

be subjected to a more or less extensive treatment,

as for instance, coffee, dammar, copra and such like,

which must be sorted, aired or turned, etc.
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Hence, although the Bank of Issue should in principle

also employ its funds for loans on goods, so many

incidental circumstances are connected with such loans,

and the assistance of so many middlemen is required

in comparison with the very simple loans on stocks,

that a bank of issue must be extremely careful with

regard to loans on merchandise and should preferably

only enter into this kind of business with sound financial

people who could act as middlemen between the Bank

and the owner of the merchandise.

It is certainly a remarkable fact that practically every

bank of issue which grants loans on goods will declare

on the grounds of its experience that considerable losses

incurred on loans were very often caused by loans on

merchandise for one of the reasons mentioned above.

The Central Bank in China should therefore, if it does

not exclude loans on goods altogether, be extremely

careful in granting loans on goods because both ade-

quate storage and supervision of same will probably

be more difficult in China than in Western countries.

Many banks of issue also make it part of their

business to grant loans on precious metals. One
of the reasons for this is the consideration that the

bank will in this way help to attract into the country

a stock of precious metals, which may eventually

serve to strengthen the country's metal position

with reference to international commerce. Hence
it frequently happens that banks of issue offer special

facilities with regard to loans on precious metal, such

as for instance a particularly low rate, say of 1%,
or the charge of only a small margin, or even now
and then an advance, without any interest being
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charged, on a consignment of precious metal for a

certain period. This la*t mentioned measure is

generally taken with a view to the bank itselfpurchasing

the metal.

These exceptional facilities may certainly help to

attract precious metal into the country, but it is the

same with this as with every kind of business; ifequal

facilities are offered by other countries, these special

measures fail in the end to benefit the country itself,

and have merely become necessary in answer to the

policy of foreign banks.

Another objection is also thus created, viz., that

speculation in precious metal is encouraged, and that

the dealers in precious metal are able to speculate

with very narrow margins and, consequently, it will

frequently occur that the precious metal, being but

slightly different in price from that ruling in some other

place, will be re-exported, a result precisely contrary to

the intention of the special facilities aforesaid, which

were to promote the importation of the metal.

The value of discounts and of loans on stocks and

merchandise considered in connection with the security

for the note issue is judged variously in different

countries, so much so that in some (Germany for

instance) the loans may not count as security against

the note issue. On the contrary, in other countries

such loans are admitted as reserve against the issue

of bank-notes.

It is undoubtedly true that first-class commercial

bills with a sufficient number of sound signatures
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among the signatories, are always to be considered

as the most liquid asset. It seems to me therefore

that the Central Bank in China would do well to

head its list of duties with taking first-class discounts,

and then, in the second place only, with being prepared

to provide money in various kinds of loans, under

very critical supervision as to the nature of the

security offered.

In some countries the bank of issue is also allowed to

include among its operations the advance of money on

mortgage security. This does not appear to me
to be a justifiable principle; money on mortgage

security is as a rule given for longer periods, so

that these loans will naturally not be very liquid,

particularly so as it is a frequent phenomenon that

in time of crisis or of war, it is difficult to realize

real property at a reasonable price. As the first

law of a bank of issue must be absolute liquidity

in all its affairs on account of its obligation to pay

its notes up to any amount tendered, it seems to me
that it is better to exclude the advance of money on

mortgage from the scope of a bank of issue.

This exclusion need however not go so far as to

prohibit the acceptance of so-called credit-mortgages,

for the purpose of obtaining greater security. Such a

prohibition would be going too far. The Management
of the Bank must however always bear in mind that

the credit-mortgage should be but little more than a

collateral security in order to render the transaction

additionally secure by means of this credit-mortgage,

and that the transaction should not be undertaken with

a view to the credit-mortgage only.
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The same objection is attached to loans on sureties

or personal guarantee. I^must be strictly prohibited

for the Bank of Issue to furnish money on personal

surety, although on the other hand the Bank may be

permitted to accept personal surety as supplementary

security in such cases where the transaction itself

would also have been done without such surety, hence

only in such cases where the surety serves to give the

Bank still more guarantee than it otherwise would

possess.

The advance of money on jewels, gold and silver

ornaments and other jewellery is a peculiar branch of

business and, although this kind of loan need not be

excluded altogether from the function of the Bank of

Issue, care will have to be exercised even to a greater

extent in accepting such objects as pledges for loans.

Generally speaking, it may safely be asserted that

such loans belong more to the sphere of private banks.

The investment of the capital and later on of the

reserve fund and other assets on the balance-sheet,

such as the bank premises etc., do not require special

treatment here as they do not belong to the duties

peculiar to a bank of issue.

CHAPTER XI.

Custody of property.

In many countries the custody of objects also comes

within the scope of the functions of the bank of issue.

As a rule the bank of issue will enjoy the full
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confidence of the public, and also of the Government

and other public bodies such as provincial and municipal

boards. The bank of issue is therefoi-e eminently

suited for organizing a service for the custody of

valuables.

This custody may consist of the acceptance of

securities and other articles of value, and also of

documents, title-deeds, mortgage deeds, etc.

The custody may be so-called "open" or "sealed".

In the case of open custody the bank is usually

entrusted with the administrative duties connected

with the object deposited, while in sealed custody the

client generally does this himself. This administration

consists of, in the case of stocks for instance, the

cutting of coupons and dividend warrants as they fall

due, of the withdrawal from custody of bonds that

have been drawn out by lot, and of talons for new

coupon sheets, claim coupons, etc. As a rule it is

advisable that such administration should be entrusted

to a bank (or a dealer in stocks), because a bank

(or such a dealer) is as a rule better equipped for the

execution of such duties than private individuals.

Several banks of issue have consequently made the

stipulation that stocks and shares may not be deposited

with them otherwise than in open custody, they being at

the same time entrusted with the administration on

behalf of the depositor.

Closed custody is more serviceable for objects which

require no manipulation whatever, as for instance

valuable books, gold and silver ware, ornaments and

jewellery, testaments, deeds, etc.

The Bank of Issue must however, with regard to
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the custody of stocks and shares, bear in mind that

this work is also willingly jjone by private banking

houses and that it may therefore not attempt to compete

with them to their detriment. The Bank of Issue

already possesses an advantage over the private

banks because in the opinion of the great mass of the

public it is more reliable than other banks. There

is no reason, however, why the Bank of Issue should

to the benefit of those private banks abstain totally

from taking stocks and shares into safe custody.

Its policy should in this connection be similar to that

described on page io8 in reference to its attitude

towards the private banks. As soon as the public

desires to entrust the Central Bank with the custody

of its stocks and shares, the Bank will have to do so,

and having once done so it will have to carry this

function to the highest possible degree of perfection,

with every facility for the depositors.

In this case also the Central Bank may not compete

with private banks, but there is no reason whatsoever

why it should not, on being asked, proffer its assistance

in this connection.

On the other hand however the Bank of Issue is in

some cases more suited than any private bank to have

the custody of certain property, particularly that belong-

ing to the State, Provinces, Municipalities or other

public bodies, to the State Savings Bank and similar

institutions, because peculiar objections may be connected

with the deposit of valuables by such bodies with private

banks. Hence we find that practically everywhere

the Government has made arrangements with the

bank of issue of the country for it to assume the
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custody of valuables on behalf of such public bodies.

The Bank of Issue should not refuse to assume the

custody of such property without special reasons.

Ifthe Central Bank in China has sufficiently maintained

its independence of the Government, which I discussed

in detail in Chapter I, then it will also in the end

become the institution most suited to undertake the

custody of valuables on behalf of such public bodies.

The Bank should therefore, in this direction also, take

its measures from the beginning.



PART IV.

THE CENTRAL BANK WITH
REFERENCE TO THE GOLD AND

SILVER STANDARD.

We have now come to one of the most difficult

questions, viz., whether the Bank must work on a gold

or on a silver standard, and what position the Bank

will take up with regard to the conditions at present

existing in China.

The question of the reform of Chinese currency

either on a gold or a silver standard I have discussed

fairly minutely in "On Chinese Currency" Vol. I,

I shall therefore in the main refer the reader to that

volume for the treatment of this question, and shall

now only add some supplementary remarks.

The ultimate object of the Central Bank in China

should be to work on a gold standard or at least a

gold exchange standard. It will however be some

time before this object can be attained, and in the

meantime the Bank will have to accommodate itselfto

the conditions at present prevailing in China and to

the process of development which these conditions

will pass through before reaching a new era in banking



130

and currency. The Bank must above all see that

it is not established on a purely theoretical basis,

which would place it outside the actual economic life

of China and would consequently render it a failure.

In Volume I of"On Chinese Currency" I have however

already emphatically pointed out the great importance

of working, from the very beginning, on a gold or

on a gold exchange standard as far as possible, and

this for the following principal reasons: viz., in the

first place because a sufficient degree of stability for

banking and currency can only be permanently obtained

by means of a gold standard, so that it must be

attempted from the very beginning to create a nucleus

of the gold standard to enable business to be done

on that footing as soon as possible, and in the second

place because it may be greatly to the advantage of

the community to start from the very beginning, even

if only in theory, with a gold unit for calculation

purposes, fixed at once so that speculation on the

future determination of the gold unit is prevented, a

speculation which in other countries has led to serious

results, and so as to reserve for the community from

the beginning the great advantage to be obtained from

the issue of a token coin on the gold standard, at a

previously determined value. In this way would be

avoided the disadvantages which arose from the cur-

rency reform in British India and the Straits Settlements

where the silver money in circulation was artificially

raised until its value was sufficiently above that of the

intrinsic value for the purpose of the currency reform.

This currency policy, in British India particularly,

caused the irrevocable loss to the community of the
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valuable coin reserve which could have been formed

from the difference between^e ultimate nominal value

and the intrinsic value of the token money. Many
millions were thus lost to the community in British

India, which could have been used so well in re-

inforcing the gold reserve, whereas the British Indian

Government was not able in the end to deny its

responsibility for the maintenance of the gold value of

the rupee, although it at first denied such responsibility

in theory.

In my first volume I briefly indicated as the best

solution of this problem that it should be made pos-

sible to use provisionally two systems of currency, side

by side, that is, the present silver standard in which

silver is in circulation at its own intrinsic value, and

at the same time a sort of gold standard, i. e. a gold

exchange standard in which the medium of circulation,

viz., the bank-notes of the Central Bank and eventually

a token coin of silver, as soon as the issue of such

coin has become possible, will be based on a gold

value. In my previous work I have already touched

upon what the position of the Central Bank will be

with regard to these two standards ; I wish to add here

some further remarks on this very important subject.

CHAPTER XII.

The Central Bank and the gold standard.

I am of opinion that it would be wise for the Central

Bank to build up its organization on the gold standard

from the very beginning. Thus, for instance, it will
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have to keep its own accounts in the new fictitious

gold unit, enter into contracts with others on the

gold standard, issue its bank-notes in denominations

of the same gold unit, but it must on the other hand

be possible to pay the Bank in the various kinds of

silver current in the country (the several kinds of

dollars, sycee, etc.) until these various kinds of silver

coins and values have been finally banished by a

silver token coin also to be issued on the gold standard.

Objections' have been made to this in various

quarters to the effect that the value of silver, would

consequently still further drop because China, which

is now still the greatest consumer of silver would

then proceed to exclude silver, and that such further

decrease in the value of silver would lead to disastrous

results for China. I am absolutely convinced that

this fear is unfounded and only arises from a mis-

understanding of the reorganization of the currency

of China proposed by me.

If this proposed reorganization were eventually

carried into effect, China would then pass through

three phases. The first phase will be that in which

silver metal, hence exclusively silver dollars, sycee, etc.,

in other words a medium of circulation on the silver

standard, will be in circulation as the principal means

of payment ; the second phase that in which a commen-

cement will be made with the issue of a silver token

coin and during which, as a transition period, the old

silver coins and the new silver token coins will be in

circulation side by side, as for instance has been

the case without detriment in the Dutch Indies for so

many years, and the third phase will be that in which,
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as far as silver coinage is concerned, the silver token

coin only will be current tl^jpughout the country and

the circulation of a silver coin on a silver standard

will be entirely abolished,

I also feel sure that in all three phases a very con-

siderable silver circulation will be necessary in China,

and that it is very possible that during the third period,

after the general distribution of the silver token coin,

even more silver will be needed in China than during

the present phase of the pure silver standard. The
enormous development of the country which may be

expected after a proper reorganization of the currency

will naturally lead to such phenomenon as was seen

with the rupees in British India, where since 1898

considerable amounts have been minted and brought into

circulation. A similar evolution with an increased

demand for silver coin may certainly be expected in

China also.

It is moreover to be expected that the fii-st phase,

and most probably the second also, will necessarily

be of long duration. I have already repeatedly in

my first volume given an emphatic caution against a

premature issue of silver token coins, and I shall re-

peat this warning here. A token coin can only be

issued by a Government that is strong enough to

prevent, even in the far interior, the false coinage of

silver coins of full weight, and moreover strong enough

to prevent the importation, at any part of its frontiers,

of imitation silver money from other countries.

The Chinese Government is not by any means in

a position at present to thwart this false coinage,

both on account of the great extent of the Chinese
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territory, of which the frontiers are as yet insufficiently

protected, and because of the lack of means of rapid

communication so that many parts of the interior are

only reached with difficulty by the Central Government,

and finally also because ofthe very peculiar conditions

prevailing in connection with the numerous foreign

concessions, which have as it were created various

foreign territories in the country itself. Ifthe Chinese

Government were therefore to proceed to introduce a

system of currency with a silver token coin under the

present circumstances, I should very much fear that

the system would result in a total failure, which would

lead to the most disastrous consequences for the

population. For a considerable space of time therefore,

China or at least a large portion of it will have to

do without a silver token coin, and silver in its present

form will to a great extent have to continue to fulfil

its task as medium of circulation. Nevertheless one

could begin to work, at the same time, with the gold

standard in the hope that this gold standard will continu-

ally gain more ground and will eventually replace

the silver standard entirely.

There is a great difference between working with

a silver token coin, the intrinsic value of which is

lower than the nominal, and working with a bank-note

of no intrinsic value whatever, but which derives its

entire value from the soundness of the institution

issuing the notes. The imitation of a carefully

manufactured bank-note is much more difficult, and a

much larger and more expensive installation is required

for the purpose. The supervision of bank-notes is

also much keener because each note bears a separate
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number and date, so that the identity of each bank-note

can be traced. Hence th» quantity of notes issued

can always be ascertained and therefore what number
is still in circulation in the country, and as soon as

bank-notes would be imitated to any considerable extent,

a reserve note with a different design and of a different

structure could be issued. For this purpose many
banks of issue have always one or more kinds of

so-called emergency notes in reserve for immediate issue

on the forgery of its notes being done on a large scale.

All these guarantees are absent in the case of token

coins, so that the forging of token coins can only be

prevented by strong measures on the part of the

Government. Consequently even in countries where

forgery of coins was common, it has proved to be

possible to institute a circulation of bank-notes or of

State paper money without any real difficulty.

A well-ordered cheque and transfer system will

moreover greatly assist the use of a Active gold unit,

for naturally the clearing of transfers and cheques can

without difficulty be done in the gold standard, even

if not a single gold piece could be found in the country.

A case in point is the extraordinary success of the

clearing in Active monetary units practised by the

Amsterdam Exchange Bank, which was, some centuries

ago, an international clearing institution for many home

and foreign merchants, (see "On Chinese Currency",

Vol. I). The same course of business is also proved

to have been followed by the statements of leading

English bankers that approximately 97 1/2 % o^ their

payments are made by means of cheque clearance

without the use of any coin whatsoever.
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Sir Felix Schuster, in his interview with the American

Monetary Commission, gave remarkable evidence on

this point. He said: "The check has not taken

the place of coin or bank-notes on the continent, but

here we have practically no bank-note circulation at

all. Our business is carried on through checks.

It is the great distinction between English banking

and continental banking. The whole circulation of

bank-notes in England is practically nil. It does not

come to anything. The Bank of England's active

circulation now is something like £ 30.000.000. of

which perhaps £ 20.000.000. is in the hands of the

banks, but our trade is not carried on by notes or coin

;

it is carried on through bankers' balances, through

checks." In other words, the pound sterling is, in

commerce in by far the greater part of England, not used

as a medium of payment in the form of gold pieces

or Bank of England notes, but as a unit of account,

consequently to a certain extent, as a fictitious unit,

which is used as a unit of payment by means of cheques,

transfers etc., and the payments are thus effected by

means of bankers' balances. The same, in a slightly

different form, is found in the extensive clearing system

in Hamburg.

The institution of a fictitious unit in China will

immediately render such clearance possible, and one

may rely upon its soon being employed to a large

extent, at least in the ports. At one stroke the

acceptance of the gold unit makes such clearance

possible, and this simple measure will in itself be a

great step towards the solution of the currency problem

in China.
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A doubt has been expressed in many quarters whether

the population of a silver-^sing country like China

would eventually be willing to accept a bank-note at

the nominal value indicated upon it. History

however teaches us that we need have no fears on

this point, for even in silver countries where bank-

notes and Government notes are issued on a silver

basis, the value of those notes is quite fictitious, as

it is only the general unlimited confidence of the

public in those notea that caused the value of the

notes to be admitted. In this respect there is no

difference in principle between bank or Government

notes issued on a silver basis or on a gold basis; in

both cases the bank-note or Government note will

only be accepted as value by the public if the issuing

body, either a central bank or a central Government,

enjoys the full confidence of the general public.

There need therefore be no doubt that a bank-note

on a gold basis will without difficulty become current

in a country still on a silver basis. The bank-note

of the Java Bank was accepted without difficulty in

Sumatra, while the silver dollar was still preponderantly

in circulation there, and also in the Straits, where banks

and money dealers and others readily accepted the

bank-note of the Java Bank at its gold value. The

Bank of Chosen (Korea) was very successful with its

issue of bank-notes amongst a population of Koreans

who were in about the same condition, as regards

the currency at least, as the greater part of China.

Confidence in the bank-note can naturally only be

maintained if the public is always convinced that, being

the holder of such a note, it will at all times receive
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the actual counter-value of the nominal amount men-

tioned on the note, A very peculiar difficulty

presents itself however in this connection in China.

In nearly all countries where a bank of issue is

established, the notes of such a bank are payable in

coin of the realm, either in gold or silver coin, and

if the latter then nearly always in silver token money.

We have seen however that for the present it is

unlikely that a gold coin of the country can be brought

into circulation in China in any large quantity, and

that it will prove impossible to issue a silver token

coin throughout the whole of China for a long time

to come. Hence the bank-note issued in China

cannot, at least in the beginning, be guaranteed in

the same manner as that employed to maintain the

confidence in the notes of nearly all other banks of issue.

This is one of the greatest puzzles of the Chinese

banking and currency question, and yet I am convinced

that a good and, at the bottom, fairly simple solution

can be found to this difficulty.

The Bank, not being able to realize its bank-notes

in gold coin or silver token money, will have to find

another means of making it clear to the holder of

the note that he will always be able to obtain the full

counter-value in another form. To this end however

the Bank requires the co-operation of the Government

and of the private banks.

As far as it will prove impracticable to accumulate,

in China itself, this gold stock to be used for paying

bank-notes tendered, the Bank will have to provide

counter-value for its notes in payments of gold values

elsewhere from its gold reserve abroad, as I have
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already explained in "On Chinese Currency" Vol. I.

It is naturally almost unthiiikable that every private

individual, even for small amounts of one or a few

bank-notes only, could obtain the counter-value from the

foreign gold reserve. In order to do so the receiver

of such counter-value should have his business arranged

so that he can receive the gold value in that other

place and use it there. Not only large banks but,

to a certain extent, the State also, are in a position

to do so. If now by the co-operation of all large

banking houses and also of the State if necessary, it

proves possible to withdraw any amount of bank-notes

from circulation because these bodies can always

dispose of their surplus of notes to the Bank of Issue,

it will then not even be necessary to give the holders

of the notes hard cash in exchange for them if the

holder learns that he can obtain the full counter-value

in some form or other.

This counter-value can exist in many forms. The
holder can pay taxes with the notes, can buy railway

tickets with them, can deposit them with his bank either

to cover an overdraft or to form a credit balance which

he can leave at interest with the bank, or for which

the bank can buy for him stocks and shares, foreign

bills, or transfers to other places, etc.

If every holder of the bank-notes were absolutely

convinced, and retained the conviction, that he could

obtain all these advantages to the full nominal value

of the notes on their tender, the bank-note will gain

such confidence that it will also be recognized as a

general medium of payment, without the possibility

having yet been created of paying the counter-value
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on the spot. The holder will then be able to pay

everybody else with notes, his private creditors, his

servants, etc. The banks will naturally only be

prepared to supply the counter-value for the notes in

those various forms if they can obtain payment for

any amount of notes held by them from the gold

reserve abroad without loss. As to the manner in

which this end can be attained I shall discuss that in

detail later on. Assuming however for the moment

that such will be the case, then the foreign gold reserve

will effectively serve to secure the bank-notes, inasmuch

as they must be covered by liquid funds.

In the above statements I have left the silver, at

present used in China, entirely out of consideration as

a means of paying the counter-value of the bank-notes.

Nevertheless silver can be used for this purpose in

two forms viz:-

(a) as coins or in the form of sycee serving as

currency if the Bank should also issue notes on a silver

basis. This statement requires further explanation

and I shall refer to it again in Chapter XV.

(6) purely as a commodity, in the same way as a

cheque or a bill is paid for in another currency, foreign

coin, etc., which are all exchanged as commercial mer-

chandise at a variable rate of exchange. In the

same way silver can, to a certain extent, serve as

counter-value to the notes, not in the ordinary form

of medium of payment or coin, but as a commodity,

but one which is most easily realizable. In this

connection one must for a moment drop the notion

of silver as a medium of circulation, although at

the same time such silver could with regard to
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another person again assume the role of circulation

medium. The silver wili therefore in this respect

possess the two-fold character of commodity and medium
of circulation and will so frequently change from the

one to the other that it will not always be possible to dis-

tinguish in which capacity the silver is being used ; for if

the Bank should not issue a second sort of bank-notes

on a silver basis, which I shall touch upon later, it

cannot in the real sense of the word pay its notes in

silver, viz., not with silver in a nominally equal quantity

as expressed in gold units on its notes. But just

as much as the Bank will be able to meet its notes

in another way by immediately giving a transfer

upon another bank or even upon one of its own

ofifices, or by means of a cheque on London, Berlin,

New York or Tokio where it will undoubtedly be

payable in gold, or by selling gold bars against its

notes, so also can the Bank use silver in paying the

value of its notes. Such silver must however be

calculated at the rate of the day, and in case of

a rise in the price of silver, a smaller quantity of

silver would be paid against the note next week than

this week, and vice versa in case of a fall in price,

just as this would be the case with cheques in foreign

currency at varying rates. The Bank thus simply

supplies this silver as if it were a commercial com-

modity. If the receiver of that silver finds the

opportunity of using the same silver immediately

afterwards in the form of a medium of circulation in

such places where silver is still used as a medium of

circulation on a silver basis, he is naturally at liberty

to do so. The silver would thus suddenly change
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its part and from commodity again become a medium of

circulation in the form of coin or perhaps even of sycee.

In this way the Bank will be able to keep a

certain quantity of silver in its vaults as reserve

against its notes, without however assuming the

permanent obligation of using that silver for realizing

its notes. The Bank will possess this silver in the

same way as the European banks retain gold bars

in their metal stock, being really nothing else than a

commodity in precious metal. Similarly did the

Amsterdam Exchange Bank, when effecting its bookings

in fictitious currency, keep the various local and

provincial and even foreign coins in its vaults as a

commodity only. It bought and sold those coins

to its depositors at the rate of the day, for to the bank

they were nothing more than an article of commerce.

The receiver could however immediately use them as

current coin by liquidating his obligations to other

persons with it.

The Bank musthowever be most careful not to accumu-

late too large a stock of silver in its vaults, as it would

then involuntarily become involved in speculations in

silver. As the Bank has assumed the obligation of

paying at any time the constant gold value of its notes

in some form or other, it must beware of keeping its

possessions, hence also its reserve against the note

issue, in a form whose intrinsic value is subject to

considerable fluctuation. I have already pointed out

in "On Chinese Currency 1" that the Bank will

consequently have to be generally prepared to accept

silver in payment and also to pay in silver, but always

at the rate of the day, i. e., only in the shape of a
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commodity, and that the Bank must, if its stocks of

silver should become too large in proportion to its

obligation to pay, always protect itself against possible

loss resulting from the possession of so much silver

by disposing of this excessive stock of silver on its

own account.

If the Bank should at certain times feel called upon

to purchase a considerable amount of silver as sketched

above, this will probably be the result of a temporary

abundance of silver; if on the other hand in similar

circumstances the Bank were to place such a considerable

amount of silver on the market for immediate sale,

this might affect the price of silver to a serious extent.

It will be the Bank's duty to prevent this as much as

possible, and precisely in these circumstances a body

like the Bank of Issue will be able to act with greater

foresight than other persons, because it will be able to

sell partly for immediate delivery and partly for future

delivery. In this manner the Bank itself will be

able to help to moderate the excessive and unnecessary

fluctuations in the rate of silver.

In the course of my argument I have naturally

reached the question as to what extent silver can

serve as a cover for the gold notes issued by the

Bank of Issue. There is a very real difference in

making use of silver as a partial cover for the gold

notes and the keeping of silver to serve as cover

against notes on a silver basis, which may be issued

by the Central Bank, (see {a) on page 140.) As the

latter is a most important question, I shall devote a

separate chapter to it (see Chapter XV "The Bank

and the silver standard").
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I must now return to the question of covering gold

notes by some or other gold value, in order to call

particular attention for a moment to the very import-

ant subject of the maintenance of the gold parity of

the bank-notes by means of a gold reserve abroad.

CHAPTER XIII.

The maintenance of the gold parity of the

bank-notes by means of a gold

reserve abroad.

This matter has already been discussed fairly minutely

in the first volume of this work, but I consider it

advisable to refer again to the subject here.

One of the most serious objections made against

the establishment of a Bank of Issue in China with a

gold standard and a cover against its notes by a gold

reserve abroad, is that this gold reserve would be

exhausted by a temporarily unfavourable balance of

trade, or rather, balance of payment in China, with

the result that either the cover for the notes would

disappear entirely or the note issue itself would

shrink to such an extent that the Bank would no

longer have any reason to exist. It seems to me

that on proper investigation of these objections we

shall find that there need be no fear of either the

one or the other danger being incurred.

In estimating the danger of the gold reserve being

exhausted by reason of an adverse balance of trade
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or of payment, two aspects of the question must be

borne in mind:- »

I. The question placed before all gold standard

countries viz., In how far do the stocks of gold

of a country run the risk of being exhausted for

the settlement of an adverse balance oftrade? and

II. In how far, with special reference to China, is the gold

reserve, which has been accumulated to maintain

the value of the gold notes of the new Central Bank,

exposed to drainage for the settlement ofan adverse

balance of trade or payment of China."*

With regard to the first question, I must state that

the balance of payment of a country is determined

on the one hand by the relation of its exports to its

imports (i. e., the balance of trade). On the other

hand it is influenced by all sorts of transactions and

other circumstances affecting the total amount of the

financial liabilities of a country and of its inhabitants.

Amongst these circumstances the regular remittance to

and from residents abroad and the payments ofdividends

to foreign shareholders and from foreign debtors play a

large part. But if all these circumstances have been

taken into account, and the balance of payment of a

country still proves unfavourable, the mutual claims of

this and the other countries can no longer be settled

by the reciprocal drawings of bills of exchange or by

exchanging commodities, and hard 'cash or bars with

which to settle the balance must be used as a last resort.

However it should be borne in mind that in such

a case metal, even a metal coin, is no longer used as

money, but as a commodity which at that moment
19
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proves to be the cheapest commodity for export, as

long as the other commodities are not available at

cheaper prices. This settlement can of course be

facilitated ifgold is already available abroad, earmarked

in foreign countries, or in the shape of gold values

(credit balances with bankers, first-class bills, etc, on

which assets the Central Bank could draw cheques in

foreign gold currency, etc.). But if too much gold

is thus withdrawn either from the country or from

the gold reserve abroad, money will become scarce

and consequently dear. Therefore a continued

drainage of this reserve will bring about a contraction

of money, entailing a depreciation in the value of

other commodities, bonds, stocks, merchandise, etc,

until gold is no longer the cheapest commodity for

international settlement, and other goods can again

be more conveniently used for this purpose.

High rates of interest will also stimulate people to

invest their capital in the country of dear money,

therefore this contraction of money will at a certain

moment call into play counterforces stimulating the

exports of commodities and influx of new capital and

thus influencing favourably the balance of payment.

Eventually even the raising of a loan might for the

moment restore the favourable balance.

As to the second question. With special reference

to China's balance of trade and of payment, a previous

investigation into its actual condition is necessary

before discussing the question as to how far the gold

reserve, accumulated for the maintenance of the parity

of the gold notes of the proposed Central Bank, is

exposed to drainage. The real condition of the
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balance of trade and of payment must be known exactly

before one could advise taking the far-reaching decision

of introducing a gold standard or even a gold exchange

standard as a single monetary system for China.

It is very difficult to know whether the balance of

payment of China is favourable or unfavourable. It

might be both favourable and unfavourable at different

seasons within the period of one year. Especially

in the case of a country like China, where its resources

are still open to such considerable development, one

must bear in mind that there are so many circum-

stances which may affect the balance of trade, such as, for

instance, new railway materials and othergoodsdelivered

at once and which are only to be paid for in instalments

spread over a period of 40 or 50 years. These

imported instruments of production may after a few

years have a great secondary influence on the develop-

ment of the resources and indirectly on the exports

of the country.

In the case of China there is still another circum-

stance that is likely to influence the balance ofpayment

in its favour, which cannot be traced from the statistics

ofimports and exports, viz., the great number of Chinese

people residing abroad who annually send or bring

their savings to China. It is even argued on this

ground, that the balance of payment would be in

favour of China.

At all events it is to be expected that the currency

reform will have a favourable influence on the develop-

ment of the country and that China's own resources

will increase. The reform will facilitate in a high

degree the investment of new capital for its industries,
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especially if the loans issued for that purpose were

contracted on a stable gold basis. All these features

will be of a very material influence in favour of the

future balance of trade or of payment.

In the meantime however the question must be

answered as to how an adverse balance of the trade

of China would be settled under the proposed system

if it were now to be applied. What metal can

be used for this purpose, and will the gold reserve,

kept against the gold notes, run the risk of being

exhausted for such a settlement?

It will be remembered that in the proposed scheme

the gold reserve would be kept for the greater part

in stocks of metal and other liquid assets abroad.

Of course, to a certain extent, these foreign reserves

will be affected in the same degree by the final settle-

ment of unfavourable balances of payment as the

stock of gold in the country itself, and even more so,

because the method of settling balances by way ot

addition to, or deduction from those foreign reserves,

will often be much more convenient and much quicker

than the shipment of metal from one country to

another. But it should not be forgotten that during

the first period of the reform the settlement of the

balance of trade of China could also be effected by-

silver in the same manner as has thus far taken place.

For this purpose alone the silver currency should

remain in circulation together with the gold exchange

notes in the preliminary stage of the reform. Silver

then performs the same function as any other commo-

dity such as, for instance, rice. For the trade in silver

is an ingrained characteristic of Chinese life, and the
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withdrawal of silver to a large extent would also cause

a severe contraction of money with the unavoidable

result that its export would be stimulated.

It is obvious that both the gold reserve abroad

and the stock of silver in China itself are available

for the settlement of an adverse balance. It is,

however, to be expected that the gold reserve of

the notes can be protected against such a drainage

by the stock of silver available in the country in the

shape of sycee, bars, dollars, etc., as well as by the

policy of the Central Bank in issuing these notes.

From the moment that a considerable amount ol the

bank-notes have been brought in the circulation of

the country, and have become in various districts

(treaty ports etc.) a commonly used medium ofpayment,

(or in other words the money ofthe country) the tendering

for redemption of an excessive number of notes would

lead to such a serious scarcity of money, that the above

mentioned counterchecks would be felt in a most

striking manner. For if the circulation of these

notes were to become too much contracted, the rates

of money would be raised and prices of commodities

would again fall ; exportation would be stimulated, and

as an increased demand of money would be caused

everywhere, it would be in the interest of the private

banks to offer no more bank-notes for redemption, but

on the contrary to bring them again in circulation for their

own business in paying out advances with these notes.

In this way money will flow back again into circulation.

The same thing will happen as now takes place with

rupees in British India. As soon as rupees become

scarce, they are no longer tendered for redemption, but
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on the contrary remittances by means of council bills

or other kind of bills or by telegraphic transfers to

British India are effected in order to obtain a fresh

issue of rupees from the Treasury.

In the same way, as soon as money becomes

contracted in China, funds will be remitted to China

by payments abroad into the foreign reserve, by applying

for telegraphic transfers or remittances on China,

drawing in this way a fresh supply of its notes for

circulation in the country from the Central Bank.

Hence, only a part of the gold reserve will actually

be employed for the settlement of the balance of

payment by notes tendered for redemption. Side by

side with the gold reserve for the notes, the silver

currency of the country will for a long time remain

one of the main reservoirs wherefrom to pay an adverse

balance, as long as other commodities cannot be used

as a cheaper means of settlement.

Apart from the above it may naturally occur that

the banks or firms and individuals engaged in trade of

a similar nature would attempt to speculate in gold

if the rates of exchange in relation to the price of

gold abroad made a profit possible on such a speculation.

It would then be easy to collect as many notes and

other claims as possible on the Central Bank of China

and to tender them for redemption against gold value

abroad. This obviously simple method might even

encourage such a gold speculation.

If this negotiation were in reality so easy to cany

out, the gold reserve might be seriously drained by

this intentional withdrawal of gold. But this will

not be so easy nor is the transaction so simple.
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In the first place the circulation of the medium of

circulation, and of gold notes<tn particular, would shrink

to such a degree that the consequences explained

above would recur, viz,, money would contract and

become dear, so that it would soon be more profitable

to use the money in China itself. Moreover the

Bank could take strong measures to counteract such

intentional drainage of the gold reserve exclusively

for speculation purposes. It could apply the same

means as the Austro-Hungarian Bank does in similar

cases, viz., by simply refusing to supply gold value

abroad for speculation purposes.

The Bank must however only have recourse to

such a policy as that of the Austro-Hungarian Bank

with the greatest precaution, for it must above all

guard against the depreciation of its notes. If therefore

it is clear that the presentation of notes for redemption

is caused by an excess of notes in the circulation,

the Bank may not hesitate to pay the notes tendered

with gold value abroad.

If however there are reasonable grounds to believe

that such notes are offered with a view to a speculation

in international gold arbitration, i.e., exclusively for the

purpose of obtaining a gold value abroad in return

for these notes in order to make a profit on the gold

value out of the transaction, the Management of the

Bank might try refusing to supply the gold value.

If such gold value abroad was really required for

speculative purposes, then the rates of exchange to

foreign countries will not rise appreciably in consequence

of this refusal of the Bank, because it was not a

question of non-settlement of an obligation abroad,
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but was simply the frustration ofa speculative manoeuvre.

On the other hand if the application for gold abroad

was really intended to cover obligations abroad for

which no cheaper means of payment were available

at the time, the rates of exchange would as it were

automatically indicate that those remittances to foreign

countries were necessary. The payments would have

to be made in some way or other and the banks

would be induced to sell bills at enhanced rates,

which would necessarily create a premium on exchange.

If this continued for any length of time it would

naturally lead to a gold-agio (with which it is practically

synonymous). It would then appear that the grounds

on which the Bank could temporarily refuse the supply

of gold value abroad no longer exist, and there

would therefore be every reason for the Bank to think

seriously of again selling gold values. If such sale,

and the withdrawal of gold notes it would necessarily

demand, were again to produce a scarcity of money,

a rise in the rate would be the logical result and also

the logical cure.

There is therefore really a possibility, on the Bank's

refusal to supply unlimited gold value abroad against

its notes, that a premium on exchange or a gold-agio

would be created. In Western countries the occur-

rence of such a premium would with good reason be

severely criticised and the action of the Bank censured.

The Central Bank in China will however be placed

before so many more and so much more difficult

problems, that the Bank may not be reproached if

after due consideration, the Bank decided to await

the possibility of such a premium in order to come to
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a decision after it had actually occurred. For in

China there are still such ^reat fluctuations in the

rates of exchange that it may reasonably be expected

that it will not be such a great evil for the country

if, in consequence of the circumstances above described,

an agio of a few per cent were produced for a short

time. It must not be expected of the banking policy

of China that it will at one stroke as it were keep

the parity of the rates of exchange within the small

margins which have become customary in Western

countries after a long historical development. On
the mere appearance of a small premium in the future

one need not therefore censure the Management

of the Bank. The main point to which the Bank

will always have to devote the greatest attention

will be the maintenance of the value of its notes to

prevent the circulation of such notes becoming excessive,

a state of things which would result in their depreci-

ation, because the Bank would not be prepared to

withdraw this superfluity of notes against counter-

value in the form of other economic value.

If the Management of the Bank will carefully act

in the manner described above, there need be no

great danger that the foreign gold reserve, specially

laid aside to maintain the value of the bank-notes,

will eventually be used to an alarming extent for the

settlement of an adverse balance of the country.

The supply of gold out of the reserve abroad will then

only be one of the means of paying this adverse

balance, but other commodities, primarily the silver

still in circulation in China, will soon be preferred for

the purpose.
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Parallel with these circumstances, which are part-

icularly applicable to China ift order to prevent an

alarming drainage of the gold reserve against notes,

the same economic laws apply to China as generally

affect all gold standard countries, viz., scarcity ofmoney

naturally produces a rise in the rates in the country

and consequently promotes the exportation of other com-

modities and induces the investment of foreign capital.

Although the rates may not be so sensitive in this

respect as in Western centres, it is inevitable that in

the end a rise of the rate in China will have the

same economic results, particularly if banking and

currency is reorganized in such a way as to facilitate

the introduction of foreign capital into China.

It has been stated in various quarters that it would

be better to create in China a circulation of its own

gold coin instead of gold notes covered by some kind

or other of gold reserve. I cannot agree with such

a view, for if there were a considerable amount of

gold coins in circulation in China there would be a

great risk in the first place of their being used for

exportation to foreign countries. There would be

no control whatever over this exportation with the

inevitable result that at a given moment China would

be almost totally deprived of gold circulation. If

this exportation is done through the Central Bank by

means of notes being presented against gold cheques

supplied by the Bank, which have the same result as

the exportation of gold coins, the Management of

the Bank of Issue then has a constant control over

the gold position of the country, which enables the

Bank to carry out a careful banking policy and prevent
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excessive drainage by raising its rates in good time,

when the other banks will fellow suit. For these

reasons and principally with a view to the many
problems in China which still require mature consider-

ation, I believe it to be a more cautious procedure

for this exportation of gold to be made as much as

possible through the Central Bank. Hence it is a

more careful policy to bring gold notes into circulation

than gold coins over the exportation of which no

control whatever can be obtained.

Another danger to which the gold reserve of the

bank-notes of the Bank of Issue is exposed has been

pointed out, viz., that the gold reserve against the bank-

notes would be exhausted by the payment of the

excessive obligations of the State of China to foreign

countries, which debts must be paid in gold.

Even this danger need not apply particularly to the

bank-notes, seeing that the State would in any case first

have to acquire possession of claims on the Centi"al

Bank before being able to demand gold value abroad

against it. If however the State had the power of

forcing the Bank to give it a credit, by obliging the

Bank for instance to take up its Treasury Bills or some

other loan, then the State might indeed in this way

exhaust the gold reserve of the Bank, with calamitous

results to the country. I have however repeatedly,

and more particularly in Chapter I, proved how

absolutely necessary it is that the Bank should be

kept entirely free from all State influence, so that this

danger can also be avoided if one keeps to the sound

principle of strict separation of the interests of the Bank

and State. If this principle is always borne in mind,
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the obligations of the State to foreign countries need

exercise no greater influence on the gold reserve of

the bank-notes than the remaining obligations of the

citizens of the State to foreign countries, who, collec-

tively, form the balance of payment, and the same

means of protection may be used. The Government

could, for instance, contract a loan.

The State must however be prevented from borrowing

from the Central Bank through the other banks.

The Central Bank must reserve the right to refuse

acceptance from other banks of any Treasury Bills

either as discounts or as pledges. This will be no

unpatriotic deed, on the contrary the Bank will act

in the interest of the general public by insisting that

the funds of the cpuntry should not be used to an

exaggerated extent for the requirements of the State.

The State will then have to find a way of procuring

those funds from abroad, by means of the banks if

necessary.

CHAPTER XIV.

The maintenance of the gold parity of the

silver token coins to he issued hy
means of a gold reserve.

In addition to the above, I wish to add a few

words with regard to the gold reserve for silver token

coins which will eventually be issued. This reserve

must also specially serve to maintain the gold parity

of the token coins, and the administration of this
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reserve should be so arranged from the very beginning

that this object is reached. ^
The State may not therefore use this reserve (no

more than the Bank may use the reserve against its

notes) for the payment of its own debts, and adequate

guarantees must be furnished that this will not occur.

This reserve will be principally formed from the

seigniorage profits and is therefore really the property

of the State. Nevertheless this reserve must be

placed under the administration of an independent

commission or, better still, of the Central Bank, who
will keep it entirely separate, clearly divided from

the administration of the gold reserve kept against its

own notes. (This point is further discussed on p. 184).

For the same reason as in the case ofthe bank-notes,

this reserve will also, at least in the beginning, mainly

consist of a gold reserve accumulated abroad.

As soon as it appears that there is, at a given

moment, excess of coin in circulation, there will be a

tendency to present such coin at a central point in

order to obtain its counter-value in other economical

commodities, in the same way as is done with bank-

notes. Such counter-valuemay consist ofpayment of

debt, a deposit on one's bank account, or finally in

the supply of a gold value in return for the coins.

The banks will again in this case be the principal

middlemen, although other large financial and industrial

bodies, for instance large railway or maritime concerns,

may also present large quantities of superfluous coin

and demand its counter-value.

It is therefore an absolute necessity for the mainten-

ance of the parity of the value of the token coin
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that the said counter-value should be supplied as

readily as possible. The same transaction must

then take place as is continually being done in

British India. Every surplus of rupees is brought

to one of the central offices of the Government, and,

on application, gold bills (cheques) or telegraphic

transfers on London are supplied. The party present-

ing the rupees thus obtains the counter-value of his

token coins deposited in English gold values in London.

Obversely if rupees are desired in British India one

must deposit the counter-value in London and obtain

on application a transfer to British India which will be

payable in rupees. The administrator of the gold

reserve for the token coin in China viz., the Central

Bank, if acting on behalf of the State, may in a similar

manner receive or supply any amount in Chinese token

coins in China against counter-value received or

supplied at one of the gold centres abroad.

If these methods are strictly carried out and the

administration of the said gold reserve against token

coins is systematically kept separate from the other

State finances, then this reserve cannot be employed

for the liquidation of the debts of the State abroad.

It is however inevitable that to a certain extent

this reserve will also be used for the settlement ofan

adverse balance of payment in China, not of the State

of China but of the trade of China. This may be

done in the same way as with the bank-notes.

Suppose a merchant in China must effect a remittance

to a foreign creditor. He will purchase for the

purpose a bill on one of the gold centres abroad and

he may pay this bill in silver token coins. If he
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actually does this, the circulation of silver token coins

will be diminished by the ^mount of the purchase

money for the foreign bill, and the gold reserve will

be deprived of the same amount. Theoretically

speaking, it would therefore be possible, if many
Chinese merchants owed money abroad, that large

amounts of token coins would be tendered to the

Bank and this might ultimately be done to sueh a

degree that there would be practically no more token

coin in circulation and that the gold reserve against

those token coins would be completely exhausted.

Such total exhaustion of the gold reserve threatened

to occur a few years ago in British India. Such

heavy demands were made for the payment of

counter-value in London against rupees tendered in

India that even the invested reserve had to be sold.

Large amounts of Consols were placed on the market

by the India Council, and it was even announced at a

given moment that no more counter-value in London

would be supplied. A storm of indignation then

broke out in the press in British India and the rupee

threatened to fall suddenly in value, perhaps even to

its much lower intrinsic value. Although the British

Indian Government emphatically denied having guarant-

eed the nominal value of the rupee in gold, it decided,

after a week's hesitation, under pressure of public

opinion, to continue, out of its own funds, to supply

gold values in London against rupees.

In this way, the storm was allayed, the fear offurther

depreciation of the rupees disappeared and the same

success was obtained as the Netherlands Indian Govern-

ment had won in 1845 o" ^^^s re-institution of the
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currency rates, by means of payments in silver coin

by the Government in the Netherlands (see „0n Chinese

Currency" Vol. I, pp. 117-8).

This drainage of the gold reserve against rupees

could occur in British India because such reserve was

not proportionate to the enormous amount of rupees

in circulation. By taking the rupee already in

circulation as the unit of currency and by closing the

free mints to silver, thus creating an artificial scarcity,

the rupee was gradually raised to the new nominal

value of IS. 4d., and the British Indian Government

lost the entire valuable reserve of seigniorage against

the outstanding rupees. This loss could have been

avoided if the Government had followed different

currency tactics, viz., by at once assuming a new

monetary unit, and issuing the rupees as a token coin

of a lower intrinsic value. The seigniorage profit

for the entire circulation of rupees would then have

come into the possession of the Government.

Such an exhaustion of the gold reserve cannot

therefore happen in the case of China if the precaution

has been taken to lay aside the seigniorage profit for

every token coin from the very beginning, thus forming

a seigniorage fund. The worst that could happen

to China would be that all the token coins would

flow back from circulation to the Treasury, or to the

Central Bank as agent for the Treasury, so that the

entire gold reserve formed from the seigniorage would
be cleared and finally the token coins would have to

be sold by the Government for their own value of

silver. But even in this case there would only be

a loss to China or to the Government if the value of
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the silver had in the meantime fallen to such an

extent that the intrinsic val^p of all the token coins

returned and the seigniorage gold reserve did not

together amount to lOO O/q of the sum total of token

coins tendered.

This possibility is very slight, indeed so slight that

it may be left out of consideration altogether. In

the first place it is almost unthinkable that all the

token coins would flow back and have to be sold as

metal. Further the seigniorage gold reserve has in

the meantime produced interest which, added to the

fund itself, reinforces it every year, until at last a

time comes when the increment to this fund can

safely be added to the ordinary revenue ofthe State.

There is however another fact which renders it

highly improbable, if not impossible, that all the token

coins should be returned. The community needs a

certain amount of the medium of circulation. If the

token coin is once well introduced and successfully

brought into circulation in various places, the return

to the Bank of large quantities of token coins would

cause a scarcity of money which will also be expressed

in a rise in the price for money, rise in the rates of

interest etc., in other words, the same results as have been

explained above in the case of bank-notes. There will

then be a certain moment when it is more profitable

to bring the token coins back into circulation and the

presentation of the coin with the demand for counter-value

to be provided elsewhere will naturally cease of its own

accord. Foreign capital will again find its way to

China and request payment there in token coins against

deposits in the gold reserve abroad, which will again

11
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produce the same countercheck against the excessive

return of the token coins.

Hence, if the system of taking back token coins

from circulation is only elastic enough to accommodate

every surplus in the circulation, both the circulation

and the tender of coin will automatically regulate

themselves.

Two serious disturbances may however affect this

arrangement which would be the ruin of the whole of

this otherwise undeniably sound system.

The first disturbance would be if the Government

abused its power by paying its own debts with the

seigniorage reserve. The confidence in the token

coin would then be shaken and a run on the gold

reserve would ensue. But I have already stated

above that this possibility should be prevented in

advance by a systematic separation of this gold reserve

from the other State funds.

The second disturbance would be caused if more

token coin were placed in circulation than for which

seigniorage profit had been set aside. This would

occur if forged token coins of the full weight and

intrinsic value of silver were circulated to such an

extent that a superabundance would be caused, which

would necessarily find its way out by being offered

to the Treasury against gold value abroad, and if the

reserve in consequence were soon exhausted a depre-

ciation of the token coin would be inevitable. That

is why I have urgently warned against the Government

issuing a token coin in China before it is strong enough

to prevent the forgery of coin on a large scale.

If the Government in the future is powerful enough
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to do this, the whole condition in China will in the

meantime have improved to^Such a degree, and the

country will have developed so much that there will

on the whole no longer be any objection against the

adoption of a single gold standard or at least of

a single gold exchange standard. The increased

productive power of the country, the increased opport-

unity for the safe investment of foreign capital in

China, will act as so many guarantees for the mainten-

ance of a favourable balance of trade and payment.

China will then be able to use the same means of

maintaining its gold standard as the economically best

developed states of Europe, America or Asia.

CHAPTER XV.

The Central Bank and the silver standard.

I have repeatedly pointed out, in "On Chinese

Currency I" and in the foregoing pages, that the

Central Bank, although it should from the very beginning-

aim at the establishment of a gold standard or, better

still, of a gold exchange standard as long as the actual

gold standard is not possible, should above all not lose

sight of the importance of the present silver circulation

and should not proceed, on theoretical grounds, to

banish silver from those places in the country which

are not ripe for the measure. In volume I, page

30, I explained that the Government might even

proceed to mint silver dollars if in order to attain a

gold exchange standard with a circulation of silver
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token coins it proved desirable to accustom the

population beforehand to the use of coined silver, and

that the provisional minting, as long as the silver

token coins cannot be issued, should consist of silver

dollars on the silver standard.

In immediate connection with this I wish to call

attention to a most remarkable case of how in China

even the silver dollar, under the force of circumstances,

has to a certain degree already become a silver token

coin. Only some years ago one could not, in the

inner city of Peking, pay with silver dollars as coin.

If dollars were offered in payment they were weighed

as if they were small bars of silver. Yet, how in

the course of 5 to 6 years this state of things has

changed, without any legislative pressure being applied

for the reform of currency ! Practically everywhere

in Peking one can now pay with silver dollars which

are no longer weighed but accepted as coin and passed

from hand to hand among the population. And
moreover a most remarkable thing has happened;

dollars were in such great demand for circulation

and were so much desired over and above the sycee

silver for clearance purposes, that the silver dollars

in Peking and in other treaty ports reached an agio

of 7 o/q over the ordinary price of silver. In other

words, the circulation value had become 7 % higher

than the intrinsic value of silver at the same place, so

that those same dollars, by the force of circumstances,

were voluntarily promoted to the function of silver

token coins with a margin of 7 0/^ without any

legislative measure whatsoever.

This is not the only example. I have already
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referred in "On Chinese Currency" Vol, I, to the

historic curiosity that in Ninggo, Hangchow and Wuhu,
Spanish dollars were valued so much above ordinary

silver that they had become token coins with a margin

of 30 to 40%! (See Vol.1, page 152)

This is certainly an adequate contradiction of the

assertion that no Chinaman will recognize a token

coin, assertion which is moreover flatly contradicted

by the fact that many Chinamen in other countries,

such as California, Japan, Korea, the Straits Setdements,

Siam and the Netherlands Indies, have accepted

the token coins in circulation there at their nominal

value without any objection whatever. This objection

was suggested at the time in the case of British India,

which, with its population of 300 million inhabitants,

approaches nearest in number to that of China, it

being stated that those Asiatics of a lower degree of

civilization would not accept the token coin. The
British Indian now accepts the token coin rupee at

its nominal value without any hesitation although he

very well knows, by his experience of the large silver

trade of India, that the token coin is of considerably

less intrinsic value than the nominal amount at which

it circulates.

However true this may be, one must take into

account that in China the coins on a silver standard

in various parts of the country cannot yet be done

away with, and that in this respect the Central Bank,

although not abandoning its programme of reform

eventually leading to the introduction of the gold

standard, must for the time being accommodate itself

to existing circumstances. The Bank will not be
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able to avoid accepting and supplying silver coins

side by side with keeping its fictitious gold accounts,

I have already pointed out (p. 140) that if the Bank

receives or pays this silver on one of the gold

accounts, a conversion of the silver must necessarily

take place at the rate of the day. On the other

hand, it would also be quite possible for the Bank

to open silver accounts for its customers, calculated

in dollars or in silver. The Bank would then do

what all banks in China do at the present day, and

what many banks in Europe do with regard to stocks and

shares, when so-called "piece accounts" are opened, i)

1) A remarkable example of an account kept in a different unit

from that current in the country and of accounts kept in various

units, is proved by the letter quoted below, which was addressed by

a bank in Spain to a bank abroad.

Dated from a city in Spain, October 20, 1913.

Gentlemen,

We have the honour to offer you our services for the

carrying out of operations in our city and country.

In this connection we have the pleasure to mention below

the most favourable terms we could allow you:

Your pesetas account.
Free of commission. Interest to be credited, . . . per

annum.

Your francs and pounds sterling account.
Free of commission. Interest to be credited, ... per

annum.

Bills in pesetas for collection in Spain.
Paper drawn on our city at par, value credited on due

date. Paper drawn on bank places (mentioned herewith)

0'7S %! free of commission on account, value credited on

due date.

Bills in francs for collection in Spain.
Your paper on our city would be credited to you at par
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The risk involved in the possession of the silver

deposited on a customer's account is incurred by him

entirely, i.e., any advance in the price of the silver is

to his advantage, and any fall to his loss. The
Bank will keep this silver as a "piece account" in fact

as a kind of commodity account, like foreign values.

It cannot therefore take the silver at its own risk,

but it will keep the silver only at the customers' risk

and on their account. If other banks do so, they

will also act in the same way, and on the same ground

will be unable to give any interest on those silver

accounts. Having once adopted this procedure, there

will not be the slightest objection to accept as much
silver on behalf of customers as the Central Bank or

other banks themselves might wish. For the same

reason there would be no objection for the Central

Bank to open a large general account for its anonymous

customers, viz., for the holders of its bank-notes to bearer.

and their amounts would be remitted to you in the same

currency and without loss of exchange by cheque on Paris.

The same conditions would apply to your paper for collect-

ion on bank places as far as possible.

Any paper in pounds sterling which you may remit us will

be treated in the same manner by cheque on London.

* * *

Pesetas are still more or less depreciated in Spain. One can

therefore be protected against the fluctuation in the value of pesetas

by opening with this bank in Spain an account in francs or in

pounds sterling, both of which have a constant value. Even the

collection of paper and the remittance of the proceeds can be eflfected

in foreign currencies, the pesetas being converted into the foreign

currency in the country itself.

Hence, exactly the same thing, but in practice in another form,

is also done here, as I have considered possible and have suggested

for China with regard to silver and gold accounts in the foregoing pages.
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In other words, if for the preparation ofthe great currency

reform it were advisable, for a time and as an entirely

separate department of the business, to issue bank-notes

payable in silver value on a strict silver standard,

this would not be at all incompatible with the system

of the Bank. On the contrary, as it will be the

first and principal object of the Bank to introduce a

well regulated currency system, as uniform as possible,

in the whole of China, it would even be advisable, in

those places where it may still be necessary to issue

provisionally silver dollars, to issue also bank-notes

payable in silver on an equal footing with those dollars.

The Japanese Banks in Korea and Formosa have acted

in a similar way before the final expulsion of the old

silver coins from circulation in these regions. (See

appendix D).

Such an issue of silver notes would be a great

sacrifice for the Bank and it would only be done in

the public interest. For the Bank may not issue

these silver notes on a partial cover of silver metal,

seeing that it would then necessarily speculate on the

price of silver for the uncovered portion and this

must be strictly avoided. The Bank will therefore

have to store dollar for dollar, i.e., silver dollars or

silver bars against its entire note issue, with the result

that it will have the great inconvenience of keeping

and handling this silver, and yet will not derive any

profit therefrom.

Its only motive will therefore be to serve the public

interest and such an issue will merely be a stepping-

stone to a future issue of its own notes on a gold

standard in the same district. The Bank must
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therefore only issue silver notes by way ot exception,

and only at such places wh^e after due consideration

an issue of notes may be deemed beneficial. One
of the principal reasons for the issue of silver notes

will be to supply the population with a convenient

medium of circulation, just as Governments have in

other countries issued Government notes on a silver

basis fully covered by a silver stock.

In China the issue of Government notes must be

avoided even if they are fully covered by metal,

because this would always be the thin end of the

wedge, and if such an issue were successful, the

Government might so easily be led to issue Govern-

ment notes that were no longer covered by metal.

The Bank can be strictly prohibited from ever doing

this, so that this danger is avoided in the case of

the Bank. It would therefore be preferable to cause

any issue of silver notes to be done exclusively by

the Bank in future.

A remarkable instance of the utility of a temporary

issue of silver paper by means of an organization

which is otherwise based on a gold standard, and may
consequently only suffer the issue of gold notes, was

when the Japanese Government issued silver notes in

Manchuria and Korea during the war with Russia.

The Japanese Government considered this issue to

be necessary because, taking into consideration the

enormous sums of money required for the payment of

the army expenses, the conveyance over land and sea,

and the wages of coolies and other military expenses

if they had to be paid in specie, the transport, guarding

and distribution of this specie would have involved
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great trouble and expense. This was the reason

why the Government, realizing the convenience of

substituting this specie by paper, issued a medium of

circulation in time of war which could be exchanged

for silver yens and to which the Government gave a

legal rate. These notes, in denominations of lo, 5,

1, 1/2, 1/5 and Vio y^"' were circulated in Korea and

Manchuria.

This silver paper was naturally distrusted at first,

but this misgiving soon disappeared because the Japanese

Government took the following measures to maintain

the value of these silver notes.

I. Although the circulation of these notes was not

explicitly prohibited in Japan, certain offices were

appointed where the holders of the silver notes could

exchange them for Japanese money at a rate to be

determined according to the market price of silver.

2. The paymasters and postal officials in the field

accepted and exchanged the notes. 3. The notes

were accepted in payment by the ordinary Japanese

post offices in China and Korea for stamps, money

orders and deposits in the Savings Bank. 4. The

branch office of the Yokohama Specie Bank at New-

chwang exchanged them for silver yens. 5. Various

banks accepted them in payment of bills on Japan,

Shanghai, Tientsin and Chefoe. 6. Certain banks

were appointed to accept deposits in the form of

such notes. 7. They were accepted not only by

the Japanese army administration but also by the

customs in Newchwang, by the Chinese railways and

telegraphs, and by all official paying offices in general.

8. The Japanese merchants, proceeding to Manchuria,
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were requested to accept them in payment for their

goods. The official report^ states that at first these

notes were distrusted by the Koreans, but as the

Japanese army gradually advanced in Manchuria, they

were readily accepted and finally passed from hand

to hand as currently as the silver yen itself. The
Law No. 66 of March 1905 proclaimed the necessary

measures for the prevention and suppression of the

forgery ofthese notes. (See on this question R.-G. Li^VY,

"Banques d'Emission et Tr6sors publics" pp. 260-1).

It was not however the intention of the Japanese

Government to extend the use of the silver standard.

On the contrary, Japan introduced a currency reform

in Formosa in 1904 and in Korea in 1905, which led

finally to the adoption of the gold standard.

The Management of the Central Bank of China

will therefore, in conference with the Chinese Govern-

ment, have duly to consider whether or not it is

desirable to issue silver paper provisionally in some

places in the country. If this is done, it should

only be a transitory measure and will have to be

effected with due consideration of local conditions and

at the same time arrangements will have to be made
in advance for the withdrawal of this silver paper, as

soon as there is no longer any need for it and when

that part of the country is also ripe for the adoption

of a circulation on a gold exchange basis.

The fear has also been expressed that the simult-

aneous application of a gold or a gold exchange

standard and a silver standard, would bring into serious

difficulties those firms and individuals who carry on

their business on a gold standard and have incurred
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obligations on a gold standard, whereas a considerable

part of their receipts would be on a silver basis, so

that every fluctuation in the price of silver would

be of influence on their transactions, and might

disastrously affect them. The instance was quoted

of a railway company which had contracted debenture

loans on a gold standard while it received cash for

fares and freight in silver. The company obviously

could not change its tariffs with the fluctuation of the

silver market.

The solution of this problem is also very simple, and

has been easily found in practice, for instance by the

Deli Railway Company, which is actually working in

Sumatra under the circumstances above described.

This company quoted all its passenger fares and its

rates of freight in gold values, in Dutch guilders, but

kept all its offices posted with the rates at which

they should accept silver coins on the silver standard.

These rates of exchange, exhibited in the booking

office of every station, were changed as often as the

fluctuations in the price of silver rendered it necessary,

and the public soon got accustomed to this conversion.

It is remarkable how quickly the entire population

can accommodate itself to this. It is almost incre-

dible to a European, but a native of China, who
is quite familiar with the conversion of innumerable

kinds of taels, will not eventually experience any

difficulty in effecting the simple conversion of silver

into gold at the silver rate of the day. European
railway companies have already put something similar

into practice, for at all large railway stations in Europe
foreign coins are accepted in payment of the fare, at
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the rate of exchange posted up in the station. One
can therefore pay in Germany with sovereigns and in

France with roubles and marks, etc.

The Deli Railway Company protected itself from

the risk of having too large a stock of silver by

depositing the excess of silver with its bankers, who
disposed of it elsewhere as far as necessary. This

practice was carried on in Sumatra when there was

hardly any circulation of gold standard medium.

The accounts in gold value in Sumatra were therefore

kept in a practically fictitious coin. Hence the

later transition to the general use of coin on a gold

standard took place without shock or difficulty, for

many were already in theory accustomed to the use

of gold values.

CHAPTER XVI.

The transition from a silver to

a gold standard.

It is most remarkable how slight were the disturb-

ances in various countries on the transition from a

silver standard to a gold standard. Where however

any considerable disturbances did occur, they were

not caused by the transition to a new standard but

far more by the peculiar mistakes made in connection

with such transition, which could easily have been

avoided. Such disturbances were also due to other

factors which occurred simultaneously with but inde-

pendently of the currency reform. I shall support this

statement with a few facts.
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The transition in all European states to the gold or

at least to the limping standard, we may pass in silence;

for however interesting the history of such currency

reforms may be, they offer no special peculiarity on

this point. It is otherwise however with the Asiatic

countries, and more particularly with Japan, British

India, the Straits Settlements and the Netherlands Indies.

Shortly after making peace with China in 1895,

Japan decided to introduce the gold standard. It

was legally proclaimed in 1897 and the reform was

already completed in 1898, Since then Japan has

passed through difficult times, especially in 1900 when

the gold stock was so reduced that it was doubted

whether Japan would in consequence of its large imports

from abroad, be able to cover the growing deficit of its

trade balance with gold. In the meantime however

foreign capital became more and more interested in Japan,

so that the gold stock at home and its balance abroad,

which latter is, for the Bank of Japan, an important

asset against its liabilities, were considerably increased.

Japan therefore experienced no ill effects to any serious

extent on account of the transition from silver to

gold, certainly not any disadvantage that could compare

with the great benefit of having a fixed value in

connection with its enormous foreign loans since that

time. As to the danger of exhaustion of the metal

reserve in the country which for a time threatened

Japan, there will be no more risk of this in China than

is already the case, as long as China still keeps its

silver as circulating medium.

More adverse results were directly connected with

the currency reforms in British India and the Straits,
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but these could certainly have been avoided if a

different policy had been puasued, for they were not

so much the result of the reform but rather of the

means selected to obtain the reforms, i) I have

already touched upon the subject in Chapter XIV, but

I wish to call attention to the following in connection

with the present subject.

Whereas in practically every country the reform of

the currency, after it had once been decided to introduce

it, was quickly carried out and was completed within

a short space of time, the authorities in British India

and the Straits Settlements hesitated a long time before

taking definite measures. This produced a transitory

state of things which was full of uncertainties for trade,

resulting in great fluctuation of the rates with all its

risks and losses. One measure particularly caused

those dislocations in the two British Colonies, and

it is one which will not be found in any other country.

Whereas in other countries a practically existing unit

was assumed which would thenceforth be a fixed unit

for the entire currency system, and all the coins in

circulation were all made subordinate to this unit, and

although in British India the existing silver rupee was

') with regard to the reforms in the Straits see inter alia the

excellent articles of Mr. E. W. Kemmerer late Treasurer of the

Philippines in the Political Science Quarterly, 1904 and 1906, and

in The Quarterly Journal of Economics, Harvard University, 191a,

and with regard to the reform in British India i. a., "India and

the Gold Standard" by H, F. Howard, 1911; "The Standard ot

Value" by Sir David Barbour, 1912, "Indian Currency and Finance"

by J. M. Keynes, 1913; and "Das Indische Geldwesen", igo6, by

Dr. Anton Arnold, the newly appointed adviser in banking matters

to the Chinese Government.



176

taken as the unit, and in the Straits the existing

dollar (since 1903 the Straits dollar) they were not

accepted at the value at which they were then

circulating. It was just this value that they wished

to change, and in British India a far higher theoretical

value, viz., is. 4 d., was given to the existing rupee,

to which value it had to be raised and kept. In

the Straits Settlements, in January 1906, a value of

2 s. 4 d. was finally given to the Straits Settlements

dollar, after this dollar had been brought into circulation

since 1903 with the object of serving as a basis for

the new currency. The authorities therefore hesitated

three years before making up their minds as to what

the nominal value of the dollar was to be. In

British India the Government declared itself prepared

to give 1 5 rupees to the £, being is. 4 d. per rupee

at a time when it was scarcely worth 13 d. It was

obvious that no one then made use of such an offer,

and by closing the mints for rupees in 1893 it was

then attempted to create an artificial scarcity to raise

the rupee to its nominal value of i s. 4, d., but this

only succeeded in 1898. The result however was

that all previous contracts made on a basis of about

13 d. to the rupee were later on raised to 16 d. to the

rupee, in other words an increased liability of about

30 0/0 for the debtor, and disastrous consequences were

inevitable. It is not easy to point out the results

with absolute accuracy, as many other influences, such

as variable crops, etc., were felt in British India.

Dr. Arnold has explained this clearly in his thorough

study of the question in "Das Indische Geldwesen",

which has already been mentioned.
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It is scarcely necessary to prove that an artificial

raising of the calculation unitjjy 25 to 30% in 5 years'

time must needs have far-reaching results.

In the Straits Settlements the British trade dollar

was already abolished in 1903, and the Straits dollar

was circulated in the same year with the intention of

fixing it in a short time, for which a price of 2 s. had

been proposed. The price of silver fluctuated so

much however, and in November 1903 even fell to

aiii/jgd. per ounce, which is approximately is. yd.

to the dollar, that the authorities did not yet dare to

fix its value at 2s. When in January 1906 they

had at last proceeded to fix the nominal value, they

did not dare to do so at less than 2 s. 4d., the price

of silver at that time being 29IV16—3oV4'^-> ^o*" ^^^^ '^''.t

in case of a further rise in the price of silver the

dollar should suffer from overvaluation. In November

1906 however silver had reached a price of 2 s. 9d.

(SSVs*^-) P^*" ounce and the authorities were obliged

suddenly to withdraw the 1903 dollar and to coin

and issue the smaller dollar of 1907, so that in the end

they quite defeated their original intention which was

to keep their own dollars which they had first intended to

keep in circulation, fearing as they did the issue ofa token

coin of smaller dimension and of lower intrinsic value.

In the meantime contracts had been entered into

in 1903 at a basis of 22 to 23 d. per ounce and in

1906 fixed at 2s. 4d. per dollar (being about the

equivalent of 33V5<^- P^r ounce silver value) without

there being any chance that on a fall in silver later

on, this onerous rise would again be levelled by a

lowering in the price of silver. If the Straits Govern-

12
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ment had not clung to the existing dollar coin, but

had taken a fictitious value as unit at a moment when

such fictitious value was as near as possible to the

actual value of the coin being at that time in use as

a unit, and if the Government had then reformed

its dollar coins to agree with the selected unit, the

community and its commerce would have been spared

much loss and trouble. The Government refused

to do so but was nevertheless afterwards obliged to

take this measure in 1907, when the selected unit

coins had to be withdrawn and replaced by new coins

of much smaller size and lower intrinsic value, but

calculated at the same fictitious value as the fixed

dollar of 1906, fixed at the rate of 2 s. 4d.

In the Netherlands Indies the Government, from the

very beginning in 1875, held to its own fixed gold

unit, i.e., the guilder on a gold basis, with the result

that there has never been any uncertainty as to the

calculation of the unit, and that the silver dollars and

other foreign coins were always converted into this

fixed unit at their own value, so that the currency

reform on entirely a gold basis was ultimately completed

without any shock or loss to anyone.

May China take the lessons of these four examples

to heart, so that its currency reform shall not cause

any unnecessary dislocation of the commercial and

social life of the community. For further details

I must refer the reader to my "On Chinese Currency"

Volume I, part II, where this question is fully discussed.

The transition from the silver standard to the gold

standard should therefore in China from the very
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beginning be conducted with strict adherence to the

sound principles mentioned «above. At the same

time however the utmost care should be taken in

the execution of the various measures to put these prin-

ciples fully into practice immediately ; and one should

particularly beware of rudely executing at once these

measures to their full extent, and by doing so of sud-

denly interfering with conditions which are so ingrained

in the life of the Chinese people that the population

in certain places could not at present yet enter into

the new state of things.

Before all the reform must be executed very cautiously.

One of the most delicate points, for instance, in which

the opinion of the population must be respected, is the

impression that the uneducated man of the people has

of the fluctuation of value between gold and silver,

which may lead him to believe, erroneously, that not

the silver but the gold is variable in value.

There is really a danger that the Chinese, parti-

cularly those residing in the interior, out of reach of

foreign trade, may be inclined to consider that the

value of the silver is a permanent factor and that the

fluctuations in the purchase price of silver for gold

and other commodities are to be attributed to the

variations in the price of the gold or of the commo-

dities. I may point out that the fluctuation of the

price of silver has not yet had, in theinterior of China,

the same influence on the price of other wares as in

other places. The whole life in the interior is still

arranged on a silver basis, and even partly on a

copper basis. Goods, provisions, clothing, etc., are

there sold at prices which are but little affected by
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the variations in the price of silver. The interior

of China is so large that to a great extent, it finds

its own resources in itself. Hence a conviction

as to the fixity of the value of silver could be formed

in the interior because this fixity of value does really

exist to a certain extent, especially with regard to the

commodities produced and sold in the interior. Now
if a Chinaman in the interior comes into contact with a

gold value which had been unknown to him up to

that moment, either because he must purchase goods

at a gold value or because he must pay his taxes in

such value, and if he then notices that at various times

a different amount in silver must be paid for the same

quantity of goods at a gold value or for the payment

of the same taxes in gold value, he will at first natur-

ally believe that the value of his silver has remained

constant and that the fluctuations are due to a change

in the price of the goods, in the amount of taxes etc.

He will undoubtedly be discontented if this difference in

price should be to his loss, and it would consequently

be wise to avoid causing such discontent, particularly if

this were likely to occur in a large part of the country,

or in remote parts of the interior.

The risk of such discontent arising will naturally

remain as long as silver, at its variable value, and

gold are used side by side. The difference in the

conversion of value will only disappear when the

gold standard has been introduced throughout the entire

countiy, and all prices, taxes, etc., have been fixed in

that gold unit. As it will be inevitable for the

reasons I have repeatedly stated that the silver standard

and gold standard will have to be carried on side by
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side for a certain time, it will be wise to assume the

responsibility for the consaquences of maintaining

the silver standard during this transitory period. It

must for instance not only be permitted to pay the

taxes in silver value, but the Government should also

continue to impose them in silver. The risk of fluctuat-

ions in the rate of exchange of silver is naturally then

borne by the State. This is done at the present

day in the whole of China with all taxes levied in

the entire country, although this circumstance, it is

true, renders the budget of the State of China very

uncertain as against the fixed value of its indebtedness

for its foreign gold loans. The State of China

would however then not be in a worse position than

it is at the present moment, on the contrary, if the

gold standard can be introduced at an early date in the

principal commercial centres, and in the book-keeping

of the Government, the taxes and the import and

export duties of those places can be collected in gold

value. The condition will then be considerably

improved and the evil which is at present spread

over the whole country, will be confined to the more

remote parts only.

The same methods were applied by the Government

of the Netherlands Indies in the more remote districts,

which remained long under the regime of a silver

circulation, and the Government reaped great satis-

faction by its prudent policy in leading the population

of those districts to use the new standard of currency.

This need not, however, in the meantime prevent

any propaganda being made for the gold standard in

those districts; the railways, the merchants of the
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seaboard, and others may act as pioneers of the gold

standard and each will help in his own fashion.

The railways can fix their rates of freight from the

furthest interior in gold value, i.e., with a variation of

the prices if paid in silver. In this way the population

can be accustomed to the system; the railways bring

the merchants who will wish to trade on a gold basis
;

merchandise which must produce a price in gold will

be brought from the ports. Even where there are

no railways the steamers which penetrate far into

the country can continue the work of development in

the same manner. It is for instance most remarkable

how great a support the Government ofthe Netherlands

Indies experienced from the merchants from the seaport

towns by their introducing the gold standard in the

hinterland when those parts were ripe for the innovation,

and these merchants acted as so many advocates for

the gold standard amongst the population of these

remote districts.

The people must however be given time to change

their ideas, and any pressure might cause great injury.

The Chinaman is on the whole intelligent enough

to adopt such a new idea in the long run; I even

venture to think that the Chinaman is naturally more

intelligent than, for instance, the peasant population

of a large part of Europe, which has eventually had
to submit to a similar evolution. And seeing that

this evolution has taken many years in Europe, it

must not be expected that the population of China
will change its views on the subject in the space

of a few years. Japan it is true has given an

admirable example in this direction when it changed
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its standard of currency throughout the whole country

in a few years time and wfterwards in Korea and

Formosa. Nevertheless even Japan took a greater

length of time for the introduction of the currency

reform in these parts than for the execution of the

reform at home. Such a powerful unity in the will

and action of the people cannot however be found

in China, and equal results must therefore not be

expected.

The Chinese must be pardoned if in the interior

they still hold to the notion that silver is permanent

in value and gold variable. To a certain extent

they are right in those places. As soon as the

influence of international traffic has also changed

the conditions in the interior, the opinion of the

natives on this point will change of its own accord.

Returning to our point of departure in the last three

chapters, I must repeat that the Central Bank should

adapt itself wisely and carefully to the existing

conditions of the country. It will be its high duty

to assist, in the first place, in establishing a general

gold standard or, better still, a gold exchange standard

throughout the entire country. With this object

before it, the Bank must nevertheless not hesitate to

maintain the standpoint of the silver standard and even

to issue silver notes in those districts where, after

mature consideration, it may appear wise to do so.

Though acting thus, the Bank can nevertheless continue

to work towards the establishment of a uniform currency

and the Central Bank, by means of its technical
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facilities and its scientific methods will be the most

powerful pioneer for the ultimate uniformity of currency

on a gold standard.

CHAPTER XVII.

The gold reserve abroad and its

management.

I have already repeatedly had occasion to discuss the

question of the gold reserve abroad, how it could be

brought about and how it could be administered.

On pages 70, 80 and 103 of „On Chinese Currency"

Vol. I, I devoted a few words to the subject, and

also on p. 157 of this work.

I still wish to add a few remarks to this most

important section of the currency and banking reform

for China as proposed by me.

I have pointed out in the previous chapter how
we must clearly distinguish between the foreign gold

reserve which the Central Bank holds for the purpose

of maintaining the value of its notes, and the gold

reserve which may eventually be laid aside against

the issue of silver token coins as soon as such issue

is possible, which reserve must serve exclusively for

the maintenance of the parity of the token coins.

The first reserve is the property of the Bank, the

latter belongs to the State. Both therefore differ in

origin, nature and purpose, and must always be kept

apart, both in theory and practice.

The principle is, however, the same in both. It is
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moreover possible that the State, which entrusts the

Central Bank with so manjj functions, will also apply

to the Bank for its assistance in this respect, and

consequently entrust it with the administration of that

reserve on behalf of the State. Should the Bank

do this, and there need not only be no objection to

this, but the Bank could very well do it, it. would

consequently administer two gold reserve funds. The

Bank may administer them on similar principles but

will have to take great care to keep the service of

these two funds and their respective assets distinctly

separate.

The coin reserve of the State consists chiefly of the

seigniorage profits which are converted by the State

into gold or gold investments abroad, as long as

neither gold nor gold investments can be used for the

purpose in the country. On the further develop-

ment of the Chinese currency on a gold standard

this gold reserve will for the greater part, if not entirely,

come back into the country itself. The gold reserve

of the Bank of Issue will always more or less have

to remain abroad, at least to the extent of its foreign

bill portfolio and of its deposits with foreign correspond-

ents in gold countries. Such gold reserves have

of recent years been laid aside by the large banks of

issue in order to serve as a protection for their own

gold stocks. Asiatic countries are in special need

of this, not only colonies such as the American, British

and Dutch, but also independent kingdoms such as

Japan and Siam.

Silver token coins have an intrinsic value which is

naturally lower than the nominal value at which they
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circulate. The gold reserve for the token coins is

thus at first composed of the difference between this

nominal and intrinsic metal-value of the token coins

and its purpose is to retain this difference of value,

which was received by the State on the issue of the

token coins, in order to return it again later if necessary.

Thus we see that the intrinsic value of the token coin

with the addition of the reserved value from the

seigniorage profits should together form 100% of

the nominal value. If however the value of the

silver were to fall, the total of those two sums would

also proportionately fall below the par of nominal value.

An example may illustrate this. Suppose a token

coin is issued having an intrinsic value in silver of

50%. The reserved seigniorage will therefore be,

disregarding for the moment the cost of minting, the

remaining 50%. If the silver should then fall ioO/q

in value, the intrinsic value of the token coin is

reduced to 45 o/q of the nominal value, so that the

intrinsic value plus the reserve will then be only 95 0/q.

It is therefore advisable to add to the reserve any
interest made on the investment of the seigniorage

reserve until it has reached a figure which will

preclude all risk of any fall in the price of silver not

being fully covered by the reserve.

On the other hand a bank-note has no value

whatever in itself Its full value is only to be

found in the property of the bank issuing it, which

consists partly of its metallic stock and partly of its

other assets. In contrast with the object of the

coin reserve of the State, the proceeds obtained by
the Bank from its foreign gold reserve have really
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been made in the business of the Bank and it is

therefore perfectly rationqi for the Bank to place

this profit on its Balance-Sheet for general distribution

at the end of the year. Whether it would be wise

on the part of the Central Bank to distribute the

whole of these profits, at least during the first few

years, is a point I shall discuss further in Chapter XX.
There is also another difference, viz., that the cost

of the administration of the currency, if this is done

by or on behalf of the Government, must be included

in the general State expenditure, whereas the expenses

incurred on the issue of bank-notes are to be included

in the business expenses of the Bank and are to be

paid out of the profits. This may also be a reason

why any profit made by the State on the invested coin

reserve should be added to the coin reserve until it

has reached such an amount that any increase may
safely be employed in the public interest (e. g., for the

construction of roads, railways etc., see "On Chinese

Currency I" pp. 96-7) or it may even be added to

the ordinary State revenue.

I have already pointed out that the establishment

of such gold reserves abroad can also be effected

without large financial sacrifices on the part of the

State and without contracting any loans, and it is

interesting to note that the eminent American fiuFincial

expert, Mr. Charles A. Conant, has come to the same

conclusion and has expressed it in a report submitted

by him and Mr. F. C, Harrison to the Government

of Nicaragua on April 23, 1912, relating to the currency

reform of that country. I take the liberty of quoting

the following passage from this report:-
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"As the whole cost of the reform has to be borrowed

and Nicaragua's resources are slender, we determined

to recommend that the exchange standard system of

currency, as being the most economical, be adopted

for the first few critical years. This system was

first tried by Holland in Java, then on a gigantic

scale in India, thereafter in the Philippines and in one

form or another elsewhere, in every case with success.

Briefly stated, the idea underlying this system is that

it is possible to keep the currency of a country,

whether a paper or metallic currency, at a parity

with the currency of another country or countries by

providing a reserve fund, by means of which its

paper or metallic currency can, when its value tends

to rise or fall in terms of the other currency, be

decreased or increased until its value is restored to

the former parity.

"Experience with the gold exchange standard has

shown, however, that it is possible to build up such

a reserve to a considerable amount without imposing

any burden upon the finances of the country where

the system is in operation. The chief sources for

building up such a reserve, without borrowing or

taxation, are three: The seigniorage profits on the

coinage of silver; the premiums charged for the sale

of drafts and bills of exchange; and interest upon the

exchange funds when invested in securities or deposited

with banking institutions in financial centres. The
seigniorage upon new coinage is usually the most

important of these items, and amounts to a large

proportion of the face value of the currency issued if

the rate of coinage adopted departs considerably from
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the market value of the bullion contained in the coin.

"The profits upon the sale of drafts upon a gold

exchange fund, while they do not look so impressive

as the profits upon coinage, are repeated over and

over in the course of transfers of capital and credit

in both directions ; while the profit from the seigniorage

occurs only once, — at the time of the coinage.

"The third source of profit to the exchange fund—
interest on investments or on deposits where any

such use of the fund is justifiable — is also of some

importance when rates for money are high in the

financial centre where the reserve is kept.

"In the Philippine Islands, according to a recent

statement made public by the War Department, the

gold standard fund stood, on June 30, 191 1, at

$ 10.308.877, the entire amount being the proceeds

of the seigniorage on silver coinage, the sale of drafts,

and interest on the deposit of the reserve funds in

the United States, after the deduction of considerable

amounts for interest on temporary loans incurred for

the purchase of silver and certain other charges.

As the circulation of Nicaragua at commencement will

probably not exceed about one-eighth of the Philippine

currency, the amount of profit will necessarily be

smaller, but it is also likely to be considerable."

(Plan of Monetary Reform for Nicaragua, F. C. Harrison

and Ch. A. Conant, pp. 34/5. Published by

William R. Ficke Co, Printers, New York.)

This report was therefore written almost simultan-

eously with my own work "On Chinese Currency I" and

comes to the same conclusion on a vital point of an

analogous question. Practically the same may be
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said with regard to the administration of the exchange

fund, of which Messrs. F. C. Harrison and Charles

A. Conant's report states the following :-

"In providing for an exchange fund on deposit in

New York, subject to drafts for the purpose of main-

taining the parity of the currency, it is not contemplated

that the business of dealing in foreign exchange will

be monopolized by operations upon this fund. The

purpose of the fund is essentially to protect the

exchanges when they tend to become adverse, and

not to deprive existing banks and bankers of the

business in small drafts while operations in one direction

approximately balance those in the other. The

limitation that drafts upon this fund shall be sold only

in amounts of not less than $ 5.000 after the National

Bank is established is an indication of this purpose.

In practice, the local banks are likely to be the

chief, if not the only, purchasers of drafts upon the

fund. By buying drafts in multiples of $ 5.000 they

will be able to cover drafts for smaller amounts sold

by them, and will be able to charge their clients a

reasonable profit above the rate of exchange paid to

the National Bank for large drafts, in order to compen-

sate themselves for the labor and expense involved

in subdividing the amounts drawn. There is, indeed,

nothing in the monetary law, nor in its possible appli-

cation, to prevent the National Bank itself from keeping

funds in New York or elsewhere, for exchange pur-

poses, independent ofthe exchange fund herein provided

for the purpose of maintaining the parity of the currency.

In other words, the fundamental purpose of the fund,

after the exchange is fixed, is to guard against a
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decided balance of demand for exchange in either

direction, and not to interfere with ordinary transactions,

for which the local banks would usually have ample

funds and which would, in the usual course of business,

nearly balance each other. The policy of the National

Bank in dealing with exchange, apart from the official

fund, is left to the policy and discretion of its mana-

gement." (idem pp. 37-8,)

On page 96 of "On Chinese Currency I" I proposed

that cheques on foreign gold reserves to amounts of

50.000 or 100.000 of the new units should be supplied

in order to maintain the parity of token coins.

The same may naturally be done with regard to the

bank-notes. As a rule, the fact that the Bank is

prepared to furnish such cheques to the said minimum
amounts will, with the co-operation of the private banks,

be sufficient to maintain the parity; the restriction to

such large amounts will show clearly that it is not

the intention of the Central Bank to compete with the

private banking concerns in their bill trade. If

however circumstances should arise in which the private

banks should not voluntarily co-operate to maintain

in this manner the parity of the notes and eventually

of the token coins, or if nevertheless any distrust

should arise among the public, the Central Bank

might then provisionally be prepared to supply transfers

to the foreign gold reserve, to a minimum for instance

of only 500 units, in order that even holders of

small amounts, merchants, shopkeepers, exporters etc.,

could apply direct to the Bank and offer the number

of notes they possess in exchange for a gold bill on

some or other gold centre. With these the merchants
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could pay for their foreign indents just as well as

with a foreign bill or cheque purchased from an

ordinary bank. It is better however that the Central

Bank should, particularly with a view to its relation

to the other banks, only supply such small amounts

in exceptional cases, and more especially if the other

banks were not prepared to do so.

As to the manner in which the gold reserve abroad

should be managed, I beg to refer the reader to

pages 103 et seq. of my work "On Chinese Currency I"

where I proposed, both in order to avoid excessive

expenditure and in order to preserve an absolute

neutrality, that the European agency for that part of

the reserve which will be invested in Europe on the

various large markets, or would be earmarked there,

should, during the first period at least, be established

at Amsterdam, this place being most conveniently

situated for the purpose.

How these foreign gold reserves, viz., for the bank-

notes and for the token coins, can be formed without

incurring any great expense or contracting any loans,

and more particularly by means of investing foreign

capital in China, I shall briefly describe in the following

chapter.



PART V.

THE BANK-NOTES.

CHAPTER XVIII.

The issue of bank-notes.

On looking into the above subject we are immediately

faced with the following questions :-

I. In what denominations should the gold notes

be issued?

II. How can the bank-notes of the Central Bank

be brought into circulation?

I. In attempting to answer the first question "In

Tvhat denominations should the gold notes be issued by

the Central Bank of China ?" we are again faced with

a peculiar difficulty. As a rule the notes ofa Central

Bank are not issued in too small denominations for

two reasons, viz., in the first place, because the r6le

of small circulation medium should preferably be left

to token money, and secondly because, from an economic

standpoint, the issue of fiduciary paper divided into

small amounts is not without risk as it would result

in its being largely distributed, and would thus mainly

come into the possession of financially the weakest

13
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holders. And however well secured or covered a

bank-note may be, even to such an extent that there

need not be the slightest doubt that its full counter-

value will always be available, there may be times of

crisis, of general excitement etc., when, even totally

without reason, the confidence of the people in a

fiduciary medium of payment is shaken.

This confidence can be affected most in the case

of the holders of small amounts, who are generally

the most uneducated persons and who cannot under-

stand the real value of the fiduciary note, and whose

faith is, moreover, most easily shaken. A double

danger therefore lies in these small holders, in the

first place, because they will, in case of a run on the

Bank on account of distrust in the notes, flock in huge

numbers and thus temporarily render the exchange of

such an overwhelming number of notes most difficult,

and secondly because they can seriously attack the

metal reserve of the Bank and exhaust it to a con-

siderable extent.

This is why small denominations of bank-notes are

avoided in most countries or at least why their issue

is cautioned against. In England for instance the

smallest bank-note is ^5, and Sir Felix Schuster

has stated that the circulation of Bank of England

notes outside the holdings of private banks is quite

insignificant (see above, p. 136). In Germany, object-

ions have been heard in various quarters against the

issue of notes of 50 marks and less ; it was urged that

a reserve of 100 %, especially for these notes, should

be kept with a view to the danger described above.

It cannot be denied that there is a great deal of
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truth in these statements. China must however solve

such a totally different problem from those of the

Western States with their very complicated finance, that

it will have to find a way out of the difficulty in another

direction than would be advisable for Western countries.

Moreover one should be very careful in applying

without further ado the rules of Western economic

science to Oriental countries. It is a frequent

error on the part of Western economists and writers

that they build economic doctrines for the East on

the same basis as for the West. Anyone who

has lived a long time in the East and has paid more

than superficial attention to its economic problems,

will have to admit that one cannot be too careful in

forming an opinion on this point, and that serious

mistakes have often been made by Western economists

who, on theoretical considerations, simply judge the

East according to the same standard as the West.

If therefore small denominations of bank-notes were

to be prohibited for the East on the same grounds, one

would run great risk of being led astray by following

purely theoretical guides.

China will not be able to do without notes of small

denominations, as it will for the present be impossible

to issue silver token coins. If China wishes to free

herself from the difficulties connected with a pure

silver standard, she will have to take preliminary steps

towards the gold standard, and she will have to find

a substitute for what is not yet attainable in the form

of a silver token coin. And for this purpose the

small denominations of the gold notes of a Central

Bank are the most convenient.
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Against all these theoretical objections we find

numerous examples that the issue of such small notes

has for many years been carried on most successfully

in the East, and that they have withstood the stress

of crisis, war, revolution etc. In British India, in

the Straits Settlements and in the Netherlands Indies,

Government notes and bank-notes in small denomina-

tions are in great demand and are accepted by the

least educated people in all parts of the country.

In recent years Japan has gained a similar success

in Formosa and Korea, (See Appendix D) and America

has done the same in the Philippines. It is obvious

that with all these practical instances one must accept

the theoretical objections against the issue of small

notes in China with a certain reserve.

It is certainly true that in the aforesaid Oriental

countries these notes can as a rule be paid in metal,

at any rate this is so nominally and this could not

be done in China for the present. But as a matter

of fact the exchange of the notes in many districts

of the said countries was practically impossible as no

banks were established in the more remote parts,

some of which were several days' travelling distance

from the nearest money centre, and yet the confidence

in the notes in those remote parts was never shaken
to a serious degree. Even in Europe there are at

the present moment countries where notes are not

yet paid in metal, as for instance in Austria-Hungary,

and this was also the case in France for several years

after the Franco-German war. And yet no one in

France (except during a short period of panic after

the outbreak of hostilities when the notes depreciated
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a few francs per cent for a very short time) nor,

since the currency reforqj, in Austria-Hungary, has

ever doubted the notes having their full value,

because every one was convinced that the counter-value

laid aside against those notes really existed and was

being properly administered. Depreciation only

occurred where insufficient counter-value was kept,

which naturally caused distrust. The mere fact that

the notes are not payable in metal is not sufficient to

bring this about.

Let not the reader consider the above a vindication

of a system which would not provide for the immediate

exchangeability of bank-notes; this is far from me,

but in case of China one must make the most of the

circumstances, faute de mieux, and as I have already

pointed out in "On Chinese Currency I" (pp. 27-8)

one must not in China seek to apply theoretically

the best financial or economic system, but must find

the system which under the circumstances has the

greatest chance of success, and which may lead

to better conditions than those prevailing at present.

The successful practice of the whole Orient points to

the conclusion that it is desirable for China to issue

notes of small denominations through the Central Bank,

and this need not, considering the present state of

affairs, be deemed imprudent on the part of China if

the notes are not at first made redeemable against

metal. This practice should, as it is impossible to

begin at once with the better system, be instituted

provisionally and the better one proceeded to later.

There should therefore be no hesitation in deciding

on circulating small denominations of bank-notes.
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I had proposed as the future unit for the reformed

currency a gold value of 0.3644883 grams of fine gold,

which lies between a German Reichsmark and an

English shilling. Now, whether it is advisable to

issue bank-notes in denominations as small as one

unit or to take, for instance, two units as the smallest

note, which is approximately the equivalent of the

present silver dollar, will have to be determined in

connection with the possibility of issuing the new

subsidiary coins. As long as there is any difficulty

in issuing and circulating subsidiary coins of i/g ^^^^

(see page 90 "On Chinese Currency" Vol. I) it would

be desirable to issue notes of one unit. As soon

as the subsidiary coins are issued these could be with-

drawn and notes of two units would suffice; similarly, as

soon as the silver token coins of one and two units are

issued, the lowest denomination of a bank-note could

be fixed at 5, or even at 10 units. There is a diffe-

rence between issuing subsidiary coins of l/g ^^^^ ^.nd

less and the future issue of one and two unit pieces,

for there is obviously greater danger of forgery in

the issue of unit pieces than in the issue of subsidiary

coins. The unit pieces will necessarily have to be

made legal tender, so that every one will be obliged

to accept them to any amount, whereas no one is

forced to accept more than ten units in silver subsidiary

coin (1/2 unit and less), so that in the case of the

latter, forgery is more readily prevented and false

coin is not so easily circulated.

The choice of the remaining denominations is not

of such importance. It is a great convenience to

be able to make combinations ending with the figure
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5, and for this purpose there must be either a 5 or

a .25 unit note. Higher denominations could be

fixed at 50, 100, 500 and 1000 units. Taking into

consideration the small value of the unit, a note of 2000

units might be useful for large payments, although

large transactions between the banks, whose signatures

are absolutely reliable, will mostly be made by means

of cheques or transfers.

It is certainly unnecessary to point out that the

issue of notes of small value will be very troublesome

for the Bank itself, indeed it may even be deemed a

sacrifice. The handling of the issue, in sorting or

withdrawing such large quantities of notes, is time-

wasting and expensive. The Bank will therefore

make no profit on the smaller notes, and this will be

an inducement the more not to issue or continue to

issue notes of such small denominations without very

apparent advantages. As the Bank issues such

notes purely in the public interest, it may be expected

that it will keep the reserve against those notes in a

very liquid state, and will thus meet any theoretical

objections against these small notes.

II. How can the bank-notes of the Central Bank

be brought into circulation?

Generally speaking, there are two ways of doing

this, viz:-

I. With the voluntary assistance of the Government,

of railway and other large companies, the customs,

bankers and merchants etc., and more particularly

by developing the country and promoting the

investment of foreign capital, and
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2. by the official action of the Government which,

in an economically correct manner, obliges the

population to accept the notes.

As to the means mentioned sub i, it is obvious that

a large circulation of notes may be obtained by the co-

operation ofthese bodies and individuals. They must

all, in agreement with the Bank, arrange that from a

certain day they will accept the gold notes of the

Central Bank and that they will themselves use them

for their payments. These concerns and individuals

will, simultaneously, for the purpose of their own

business have to fix their prices in the gold value of

the new notes, as for instance rates and taxes, passenger

fares, and the prices in wholesale and retail shops

will from that day forward have to be converted into

values on a gold basis. At first however practically

everybody will have to be prepared to accept both

gold notes and silver in payment and consequently

the rates at which silver (dollars, sycee, etc.) will be

accepted against these notes must be published together

with the statement that these rates will be modified

in accordance with the fluctuations in the price of

silver. These rates will naturally follow closely the

silver rates of the banks at the time.

The co-operation of all these concerns and individuals

will have to consist of more than being prepared to do

this; they will to a certain extent have to take the

initiative by exchanging on that particular day agreed

upon a portion of their funds into the gold notes of the

Central Bank. (See p. 170 of "On Chinese Currency

I" for the most practical manner in which private persons
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in Sumatra assisted in establishing the circulation of

notes). The Bank will, e^gpecially at first, have to be

generous in fixing the rates at which it will accept silver

for the notes issued so that all these persons shall not

be tried too severely. The Bank must offer easy

conditions to these assistants in the introduction of the

currency reform. The State, the customs, railways

and similar large bodies can moreover use a stimulant

in order to induce the population to pay in gold

notes, by making the rates for the acceptance of

silver slightly less favourable than the rate at which

silver can be sold to others on the open market or

to the banks against gold payments. The inhabitants

of China are so well aware of this that they will soon

see the advantage of first exchanging their stock of

silver into gold notes at the Central Bank or at one

of the private banks or money dealers in order to

pay ultimately in gold notes. This will naturally

result in the population paying in gold notes in

preference to silver.

The Central Bank can of course help to a great

extent in bringing its own notes into circulation.

All payments made against credits, discounted gold

bills, bills or telegraphic transfers on foreign centres

will have to be paid in its notes. Thus a merchant,

on discounting a bill of lo.ooo units, receives this

amount in bank-notes and with this money will pay

a number of small amounts in the course of his

business, e.g., to his creditors, his staff, his landlord

etc. If care is only taken that the fact that these

gold notes will be issued is distinctly made known

beforehand, they will undoubtedly easily penetrate to
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all the classes of the urban population, as was the

case with so many new issues of bank-notes or coins

in other countries.

The private banks can in this respect be of special

assistance and it may be expected that they will be

prepared to render such assistance as soon as they

have understood that it is ultimately in their own

interests to co-operate in this direction.

The general development of the country will also

to a great degree promote the circulation ofthe notes

of the Central Bank because it will help to produce a

demand for a circulation medium.

There is however another factor which may be of

great influence, viz., the increase of the investment of

foreign capital in China. When, about the year 1 900, the

gold reserve of Japan threatened to become exhausted

in consequence of an unfavourable balance of payment

ensuing upon excessive imports, the increase of foreign

investments in Japan remedied this evil by remitting

large amounts of money to Japan and using it there.

Foreign investors were encouraged to do so by the

currency reform to a gold standard in Japan which

rendered the rates of exchange more stable. It is

very probable that after the establishment of the gold

exchange standard in China foreign capital will be

largely attracted on account of the greater stability

of the rates of exchange. This will necessitate large

remittances of money to China which may most

conveniently be effected by payments in the gold

reserve abroad, and the Central Bank in China can,

against these payments pay out notes or open credit

accounts in China. In this way the gold reserve
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abroad will be considerably strengthened, and the

circulation of bank-notes iji China, and the credit

accounts with the Central Bank, or through it with

the other banks will be greatly increased. This will

also be a reason why the private banks should by all

means assist the Central Bank in establishing improved

conditions, as they themselves will greatly benefit

thereby.

2. The second means, the official action of the

Government, will enable the notes issued to be circulated

in a large radius in a very short space of time, and

it is absolutely necessary that the Government should

decide to do so at an early date as one of the first

steps towards the reform of the currency and banking

system.

We have already seen that in various places Govern-

ment notes have been circulated by the authorities,

particularly during the revolution. It was even

stated for instance, that this had been done to the

enormous amount of £ 8.000.000 in Canton and district

alone. As a rule such Government paper rapidly

depreciated and it is absolutely necessary that these

notes should be withdrawn in some way or other.

I have already pointed out that this can be most

conveniently done by the Central Bank for and on

behalf of the Government.

In such a case the introduction of the new bank-

notes can not be done so easily, but the Government

will have to issue a loan with which to furnish the

Bank with funds enabling it to execute this withdrawal,

as was done in Austria-Hungary (see page 92). The
Government will then fix a term within which the
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Government paper must have been presented to the

Central Bank for redemption against the issue of the

Bank's own notes. These Government notes must

be redeemed at the local value in the same manner

as I have proposed that copper coins should be redeemed

(see pp. lOO et seq. of „On Chinese Currency I") with

a view to the various discounts at which these are

in circulation. In this way a large number of the

Central Bank's notes would very quickly come into

circulation and be readily accepted. The Bank

would do well at first to keep the reserve, received

from the Government for the redemption of the Govern-

ment's notes, very liquid in order to be able to furnish

gold value abroad to any amount against its notes, to

persons applying for gold value elsewhere in return

for notes of the Central Bank. By this means the

Bank would immediately establish great confidence

in its notes.

Not only will the Government notes have to disappear

but also those of private banks, both native and foreign,

I can scarcely imagine that there will be any difficulty in

the withdrawal of the notes of foreign institutions, and

a serious discussion with the banks concerned will

easily solve any question which may crop up, as I

have already pointed out that in the long run it will not

be profitable for them to continue the issue of their

own notes.

More difficult however will be the withdrawal of the

numerous kind of notes issued by native banks and

bankers who have not kept any reserve against their

issues. Many of them are already much depreciated,

and not a few have become totally valueless. It
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is to be feared that nothing can be done with

the last mentioned categorji. The native banks

and bankers which have remained solvable or at

least who may be considered capable of repaying a

part of the notes issued by them, should be given a

period of five years — to be extended if actually

necessary — within which all their bank-notes must

be redeemed.

A liquidation commission for these private note issues

should then be appointed by the Government, whose

special task would be to supervise the liquidation of

the assets reserved against these private notes, and

their proportionate payment to the holders of the

notes. In some cases the State, through this liquidation

committee, might take over these assets and immediately

proceed to withdraw and redeem the notes by the

payment of the proportionate amount on each note

in the same way as was done with the Government's

notes. The gradual liquidation of these assets

would have to be left to the liquidation committee,

but the sooner it is completed the better for the

public in general. The Management of the Central

Bank will naturally have to be represented on the

liquidation committee. In the way described above

it will also be possible to withdraw from circulation

the notes of private Chinese banks and bankers and

to secure the monopoly for the Central Bank within

a reasonable space of time.

In this way the distribution of the gold notes of

the Central Bank in the larger centres can be promoted,

indeed almost commanded by the State. Doing

this, the State would not again be guilty of issuing
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another sort of paper with a cours ford, for they are

the notes of a Central Bank, properly secured by

counter-value, and which besides are exchangeable

against gold cheques on other places, directly through

the Central Bank itself for large amounts, and through

the other banks for smaller amounts.

The State should at first leave the distribution of

the notes in the interior of the country to the initiative

of private firms; the State need only promote the

circulation in those parts by making the payment of

rates and taxes possible in those notes, and if possible

by giving those gold notes locally a more favourable

rate than silver, and finally by itself paying in those

notes as soon as the inhabitants readily accept them.

The financiers, railways and the other carrying concerns

previously mentioned will then of their own accord assist

in the distribution of the gold notes in the interior.

The authorities in the various districts will have to

use their discretion as to what extent it would be

wise for them to employ more or less forcible measures

in promoting the circulation of the bank-notes, and

the decisions they may come to on the subject will

certainly vary for a considerable time in different

parts of the great expanse of China. Precipitation

should be avoided in this as in other things. In

the Dutch East Indies, owing to special circumstances,

it took thirty years before the circulation medium on

a gold basis was in regular use everywhere, and indeed

even at the present moment there are some parts where

coins of the years 1790 to 1840 are still used.

These districts however will also soon be made uniform

in this respect with the greater part of the country.
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If the reform is executed with due care and precaution,

and energetically taken in J^pind in those places where

such intervention is necessary in order to prevent

abuse and to establish the groundwork for a proper

organization, and if, on the other hand, great patience

is exercised with regard to those districts which are

not yet ripe for the innovation, China will in the

meantime have been able to develop the country by

means of the construction of railways etc. and will

consequently gradually attain the degree of a State

which can afford itself the luxury of possessing a gold

standard. Premature intervention in some parts

would on the contrary disturb, hence protract, the

favourable course of affairs.

On the other hand, there should be no delay in

setting to work immediately wherever this is now

possible, and the basis should be laid at once on

which the entire structure is to be built later. If

this is postponed, valuable time will be lost, the period

of confusion will be prolonged and valuable treasures

would perhaps be lost which would otherwise have

been saved for the great national reserve of currency

(see pp. 175-8).

For this reason I cannot sufficiently urge and repeat

that the nucleus of a gold exchange standard should

be adopted as soon as possible, and the idea propagated

whenever practicable, a thing which may already be

done now in many directions as, for instance, in accepting

at once the new gold-unit as a basis for book-keeping

and for transfers of money. For the rest however one

should proceed with great caution among the population,

so as to enable it to accommodate itself as a whole
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to the new state of things. There are many degrees

and differences between the various parts of the

country, and they should not be overlooked, but rather

made use of to begin with the reform in some places

precisely with a view to obtaining later on a good

currency and banking system for the whole country as

soon as possible. Hence also the circulation of gold

notes with the various denominations expressed in the

new unit in the manner indicated above should first

of all be taken in hand in those places that may
already be considered ripe for such a circulation.

Transfer and cheque negotiations in the new unit will

then naturally follow.

A simultaneous issue of silver notes in other parts

of the country whenever this may appear necessary

against a reserve in silver to the full value of those

notes, seems to me to be so simple that I need not

discuss it further. It should be left to the Manage-

ment of the Bank to decide on this point if needful,

as much as possible in agreement with the Government.

CHAPTER XIX.

The amount to which an issue of notes

Is permissible and the cover

against the notes.

Should the amount of notes issued be limited?

Should a tax be levied on an issue of notes above

a certain amount?

The former is for instance the case in France, and
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the latter in Germany, and a mixed system in Japan.

To both questions my answer is emphatically in the

negative.

The function of a bank of issue is a peculiar one

and is very different from that of ordinary banks.

Whereas the latter find their principal profit on the

debit side, viz., in the investments of their concern by

which their debtors are helped to funds and by which

means the bank earns dividends for its shareholders,

the centre of gravity in a bank of issue lies on the

credit side, as already its name implies ; for it must pro-

vide a circulation medium in a most convenient form

and must see to it that the holders of its medium
of circulation may at all times have the fullest confi-

dence in the soundness of its notes. The bank of

issue must therefore supply as much of the medium

of circulation as is required of it, which issue is made
possible by the accumulation of a proper counter-value.

Suppose the bank of issue possessed against its

note issue no assets in the form of loans and discounts

but only in the form of precious metal or of commodities

of equal value, thus lending no money whatever and

making no profit whatever, it would still be considered

to have fulfilled its first duty, for it would have

provided a convenient and trustworthy medium of

circulation to those who required it.

This is why the limitation to a certain maximum
of the issue of notes, as is done in France, is so

illogical. As it is now, if twice as much metal

were deposited with the Bank of France as its present

enormous stock, it could only increase its note issue

by a comparatively small amount because it is limited

u
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to a maximum by law. The obvious consequence of

this illogical measure is that in the course of time the

maximum has had repeatedly to be raised by law simply

because the circulation in France required more notes.

Leading experts have therefore frequently urged

that this unreasonable restriction should be abolished,

because it simply arose from a fear of the recurrence

of former calamities owing to an excessive issue of

fiduciary paper. Those catastrophes were however

due to insufficient cover against the note issue, and

if a proper and reasonable reserve is kept there need

be no such anxiety. It also happens that the reserve

kept by the Bank of France is the largest in comparison

with the other banks, and in general it possesses the

largest stock of precious metal.

The cover or reserve is therefore the principal

point, and such reserve must for the greater part

consist of precious metal or of whatever one may, in

special cases, consider its equivalent. The application

of this sound principle should however not be exaggera-

ted, as even the best bank of issue need not keep the

entire counter-value of its note issue in bullion or

similar security. For the bank of issue has still a

second duty, viz., to use the money entrusted to it in

the public interest in other ways than merely as cover

for its bank-notes.

On determining the amount of cover to be kept

against its note issue, the main point is to aim at a

fair division of these two duties of the Bank of Issue

with a view to the circumstances prevailing in the

country at the time, and the possibility of finding safe

employment for the Bank's funds.
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I have proposed that the Central Bank of China

should at first consider the J'ulfilment of the first duty

as its principal function, although the latter should

not eventually be lost sight of.

Now the danger of a too large issue of notes by

the Bank of Issue over and above the amount covered

by precious metal or other gold values does not lie on

the credit side but on the debit side. For if the

Bank grants credit in various forms it will, by supplying

the funds for such credit, (by loans and discounts) also

make use of its own bank-notes. It can therefore

enlarge its note issue by being very liberal in granting

credit. If the Bank went too far in this, a very

precarious state of things would ensue, and this is

the reason why practically everywhere legal regulations

have been imposed to keep the business of the Bank

within certain limits.

One of the best regulations on this principle is the

obligation for the Bank to keep constantly on hand

a certain amount of precious metal in proportion to

its debt payable on demand. On this subject the

banks of issue show a great variety of regulations.

It would lead me too far to quote them all, and they

are moreover to be found in many books. I only

wish to point out the remarkable fact that it is precisely

the Bank of France, which as we have seen is limited

to a maximum note issue, that has no regulation

concerning a minimum cover against its note issue,

whereas it has gained its high reputation by keeping

proportionately far and away the largest metal stock

of all banks of issue. This proves once more that

a bank is ultimately not governed by strict regulations
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but that its solidity and success depend in the first

place on the ability and good faith of its managers.

Another regulation which is generally imposed is

the prohibition of giving blank credit ; every financial

transaction of the Bank with its customers must be

covered by more than the security of the customer's

signature only. Exceptions to this rule are constantly

being made in the case of certain fixed sums in

respect to moneys advanced to the State, either

permanently or periodically, as required by the State,

when amounts within these certain limits are granted

to the State on its mere signature, I have already

explained in detail that one must be very careful not

to allow the credit to the State to assume too large

proportions.

As security over and above the customer's signature

on discounting paper in the form of a bill or promis-

sory note, some banks are satisfied with a second

signature and no more, whereas others demand at

least three signatures on every document. Of course

it is assumed that each signature, at least pro rata

parte, is good for the credit thus granted. In the

case of loans granted against securities or merchandise

a list is usually made, either for publication or for the

use of the Management and other representatives of

the Bank, to serve as a guide as to what kind of

securities or goods may be accepted as pledges for

loans. Bills of Lading and receipts for goods of

bonded and other stores ofgood repute may, if desired,

replace those goods. (See Chapter X above).

Now the Management of a bank of issue can trans-

gress in both of these directions, either through
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negligence or by being too easygoing in doing

business, owing to a de^e to grant credit readily.

Although I repeat that the greatest guarantee of the

sound administration of a bank lies in the ability and

good faith of its managers, it would nevertheless be

wise to place some restrictions upon the Management

and to submit it to supervision, as even the best of

Managements requires the supervision and advice of

others. Hence the desirability of having a Board

of Censors, a Board of Directors, and a Government

Commissioner, who can each in their own way control

and advise the Management of the Bank.

If over and above all these guarantees a further

means is desired to prevent excessive issue of notes

by the Bank, one must not limit the total amount of

bank-notes to be issued, nor should the issue of

notes above a certain amount be encumbered with a

tax, for in both cases an entirely legitimate extension

of the note circulation might be prevented, and the

main object thus lost sight of. One should not

pay attention to the credit side, but to the other side,

where the evil of excessive credit may lurk. Hence

it is better to moderate the desire to grant credit

largely, and to follow the Italian system to a certain

extent.

In Italy each of the three Banks of Issue (The

Bank of Italy, the Bank of Naples and the Bank of

Sicily) is allowed to issue bank-notes up to a certain

maximum amount without restriction provided a reserve

in metal of at least 40 % is kept on hand. Should

this maximum be exceeded, a tax of one-third of the

current rate of discount must be paid on the amount
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of such excess up to a fresh maximum. If this

second maximum is also exceeded the tax is increased to

two-thirds of the rate of discount, and if this third

maximum is again exceeded three-thirds of the rate of

discount must be paid, and finally if this last maximum

is exceeded then the excess must be covered fully,

hence by 100%, of precious metal, and moreover

every issue of notes not covered by metallic reserve

is subject to a penalty of 71/2%-

This Italian system is to a certain degree based

on a sound principle but its effect can not always be

considered equally happy. For Italy obviously still

retains the limitation to a maximum amount also

and attaches this kind of penalty on the credit side

to the note issue, which is equally illogical. In

the first place because of the reasons briefly stated

above, but also on other grounds. The debts

payable on demand of a bank of issue not only

include the bank-notes, but also the credit balances

of its depositors. What dimensions such credit

can take and what a rdle it can play as an auxiliary

medium of circulation, is shown, inter alia, by the

German State Bank. There the turnover of transfers

is so large that these credit balances, although it be

in another form, to a considerable extent play the

same r6le as bank-notes. The same can mutatis

mutandis be said of the credit balances at the Bank
of England, on which cheques are drawn, somewhat
different in form but which are essentially the same.

It is obviously illogical to restrict the issue of one

form of medium of circulation (i, e., bank-notes) to a

certain maximum and to allow it in another form, by
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which means practically the same effect is obtained,

to an unlimited extent. it is not possible however

to restrict the credit balances within a certain maximum,

for the public cannot be prohibited from placing their

confidence in the Bank by depositing their credits

with it. The result of this freedom from restriction

is that the German State Bank for instance promotes

the keeping of transfer accounts (Giroguthaben) as

it has practically unlimited liberty in this respect and

need not even keep a metallic cover against such

credits. The note issue of the German State Bank

on December 23, 1913 amounted to 2.042.309.000

Reichsmarks and the demand liabilities, being mostly

credit balances in transfer accounts (Giroguthaben)

to 743.194.000 Reichsmarks.

With regard to this point the system of the Bank

of the Netherlands and of the Bank of Java is

undoubtedly more logical as according to it all demand

liabilities of the Bank, hence all bank-notes, credit

balances in account current and all current assignations

must all equally be covered by atleast 40% of bullion.

The Statutes of the new Central Bank in Switzerland

require a metallic cover of at least 40% for the

bank-notes, and other short time liabilities covered

for the full equivalent in Swiss discount bills, in drafts

on foreign countries, in lawful money, foreign gold

coins or gold bars (Artt. 20-1).

On the other hand the Italian system is very logical,

in so far as the profit of the Bank is partly, and at last

entirely, lost, and is paid to the State if the issue of

notes in consequence oflarge transactions should exceed

a figure assumed as normal.
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A similar system could be designed for China, but

then in a still more logical form than the Italian

arrangement. It would in the case of China have

to be found on the debit and not on the credit

side. The issue of notes should not be prevented

if only they are well covered, but the operations viz.,

granting too much credit, should be limited. This

restriction can be imposed in two forms :-

(a) in the form of a tax on discounts and loans

exceeding a figure adopted as the normal, and

(6) by a tax to be levied as soon and as long as

the metal stock, or its equivalent securities, in pro-

portion to the entire demand liabitities of the Bank,

has fallen below a certain percentage.

To the system defined sud [a) of taxing the credit

granted above a certain amount, there still clings the

disadvantage that such a regulation, usually determined

by law, omits to take into account the frequently rapid

development of trade, so that an amount of credit which

would to-day appear excessive, would no longer be con-

sidered abnormal a few years hence, and it always takes

a great deal of time and trouble to get the law changed.

It would therefore be wise, in the case of China, to

stipulate that the Bank and the Government should

agree to determine afresh every year what amount of

credit to be granted by the Bank will not be considered

as abnormal. Under the term credit is to be under-

stood the total discounts and loans in China, and the

total of current bills purchased in China but payable

abroad, only with the exception of the undermentioned

gold bills. This does not include therefore any credit

balances in the hands of correspondents abroad or
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funds which are temporarily abroad by way of invest-

ment of the gold reserve, and the foreign bills which

are purchased exclusively for the maintenance of

the foreign bill portfolio as gold reserve, for these

investments are not on account of credits granted by

the Bank for the purpose of lending money to others.

If however the Government and the Bank cannot at

any time agree as to the amount of the normal figure

to be adopted for any one year, a board of three

arbitrators shall be appointed, one to be nominated

by each of the parties concerned and the third by the

two already appointed, or if they cannot agree, by

the highest judicial court in the country. This

Board of Arbitrators shall, after having heard both

parties, determine the maximum for the ensuing year.

Should this figure be exceeded in the course of the

year, one-third of the rate of discount on the first

lo o/o of the excess over and above the normal amount

will be forfeited to the State, two-thirds of the second

I o o/o and three-thirds or the whole of whatever may
exceed 2oO/q over the amount fixed as normal, and

the tax is to be levied on the number of days on

which these excesses took place. In this way there

will be no profit whatever for the Bank in extending

its operations to a figure more than 20% above the

amount adopted as the normal for the year, and any

desire to extend credit for the sake of profit is in this

way totally repressed. On the other hand however,

the Bank must, in case of need and in the public

interest be able to extend its credit, even if it forfeits

thereby to the State any profit made thereon.

The system sub {b) of fixing a minimum amount oi
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metallic stock in proportion to the total debts payable

on demand, is also a sound principle. This arrange-

ment works automatically with excellent results in

various countries. As, however, it is practically certain

that it will at first be impossible for China to keep a

large metal stock in the country, the foreign gold

reserve, which must naturally be kept very liquid,

must be considered its equivalent.

I have already stated that it is to be considered as

nothing more than a careful policy, that during the first

few years at least this cover in gold value (metal stock

and gold reserve) should be kept at a comparatively

high percentage, and that this percentage should only

be gradually reduced as the bank-notes of the Central

Bank in China shall have gained more confidence and

that there will thus be less risk of the sudden present-

ation of large amounts for redemption. I would,

however, suggest that even after the first few years a

reserve of 60 % should be adopted as normal and

50 0/0 as minimum, until after a considerable length

of time a normal reserve of 50 O/q and a minimum of

40 0/0 would no longer be considered imprudent.

A useful pressure might also in this respect be exerted

upon the Management of the Bank by stipulating that

as soon as the reserve had fallen below 60 %, one

half per cent interest on all the operations of the Bank
should be forfeited to the State for every per cent

below that figure, to be calculated on the number of

days on which this unfavourable proportion of the

reserve took place. I repeat that under this term

„ operations" is not of course to be understood all

the investments for the purpose of maintaining a gold
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reserve abroad on the same grounds as explained sub

{a) ; for these investments «ftre themselves a part of

the gold cover.

Seeing that the Central Bank, like so many other

banks of issue, will have to make a provisional Balance-

Sheet every day, as up to date as possible and as far

as the remoteness of the branch offices in China and the

means of conveyance to and from these offices shall

permit, the corroboration of this fact need not cost

any special effort, and the Government Commissioner

could if necessary check these daily Balance-Sheets.

If the above-mentioned figures of 60 0/0 and 50%
are eventually reduced to 50% and 40 %, the tax or

penalty will naturally only be forfeited when the amount

of cover falls below 50O/0.

In order not to make this arrangement too onerous

for the Bank so that the measure would thus overreach

its object, some kind of connection must be made

between these two taxes, to prevent their being incurred

simultaneously. Should both cases occur together,

the one on which the heaviest fine can be levied

must be taxed, and the tax on the other should be

rendered inoperative for the time being.

It may however also happen that the Bank has granted

such a large amount of credit or allowed such a decrease

of its gold reserve, not from a desire ofgain or unfounded

optimism, but through the Bank's doing so for the time

being in the real interest of the country or of the com-

munity, as for instance in time of famine, crisis or other

calamity, war etc., when special demands can be made

upon the Bank, and when it should also be prepared to

render extraordinary assistance. There must therefore
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be a possibility of suspending the operation of these

taxes by mutual arrangement between the Bank and

the Government, and of the Bank being given full

liberty to exceed the above-defined limits at its

discretion, if special circumstances should render this

desirable.

It is obvious that this licence must be used with

the greatest caution and should not be permitted

before the Bank has asked and obtained the approval

of its Directors, and the Government the favourable

advice of its Commissioner.

One of the most effective means of exercising

control upon a bank of issue is the obligation that

it should publish every week a short but clear statement

of its assets and liabilities. This statement is naturally

of a more or less provisional character as several

weeks would be required for the preparation of an

absolutely exact balance-sheet. Hence an approximate

statement, which should be as correct as possible,

must be published every week, and a more detailed

balance-sheet every six months. The latter will

naturally only appear a few weeks after the end of

the six months. These statements and balance-

sheets must be published by the Government in an

official gazette, while a copy of such statements or

balance-sheets should be obtainable at the offices of

the Bank on payment of a small sum.

If the Bank of China adopted the various principles

defined in these pages with regard to the reserve

against its note issue and other current liabilities,

(which principles are embodied in the statutes
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forming Appendix B at the end of this volume) it

will, provided it has exercised a prudent and able

management and, therefore, a wise application of these

rules, be among the best-organized banks of issue in

the world, and its notes will then justly merit general

confidence.





PART VI.

CHAPTER XX.

The distribution of profits.

In Chapter V I have briefly discussed the desirability

of not having too large a capital for the Central

Bank, and in that connection touched upon the prin-

ciple of the distribution of profits.

From the monopoly of issuing bank-notes granted

to the Bank of Issue, the latter naturally derives certain

advantages. This monopoly is given to the Bank by

the community, and it is therefore only fair that the

Bank of Issue should, in return, yield to the community

a portion of those profits, if they should be at all large.

When determining the amount of such portion one

should beware of exaggeration on either side. It is true

that the Bank of Issue obtains from the community a

large capital with which to work and is in this respect

privileged above the private banking concerns. Its

business however imposes peculiar duties upon the

Bank and also lays special obligations upon it.

The custody of a stock of bullion or its equivalent

gold reserve, the laborious service of the notes, force

the Bank to erect large buildings for its offices and

vaults and to keep a large staff who are employed
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in the, in itself unproductive, labour of manipulating

metal and notes. Whereas other banks try to keep

as little ready cash as possible, the Bank of Issue

must keep a large proportion of its funds on hand,

even if it works with a foreign gold reserve. And
moreover, the operating capital of the Bank of Issue

can consequently only be a certain percentage of its

note issue and deposits.

Again, the Bank has the embarrassing duties of

cashier or collector for the Government, and is also the

central institution for transfers to other places,

besides being obliged to establish agencies thi-oughout

the country as far as possible, even in those places

where an agency will yield no—or only a small—profit,

in order to promote the introduction of a good currency

in the whole country.

As a matter of fact the Bank of Issue should not

run any risk whatever with the operations against its

notes. Hence the reason why one should attempt to

eliminate this risk as much as possible by imposing

severe regulations regarding such operations, as

described in the preceding chapter.

Nevertheless it is impossible to avoid risk altogether.

Even the soundest banking concern runs a certain

amount of risk, and for this reason it is most advisable

that a bank of issue should create a strong reserve

from its profits so as to cover with it any losses it

may suffer.

Furthermore it is in the opinion of the public

essential for the standing of a bank that its shares

should have a high quotation on the market; a rate

above par, if possible considerably above par, of its
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shares, is almost indispensable to the good reputation

of a bank. A quotation of its shares below par

would as it were prove that the bank is no longer

sound, and that its capital is no longer intact.

And although the capital of a bank of issue is not

of the same importance as the capital of an ordinary

bank, public opinion in this respect however demands

the same criteria. A quotation of the shares below

par would be a bad sign, and this popular idea should

be taken into account.

In order to keep the quotation of the shares above

par however the dividend should be proportionately

high. One should therefore not begin by grudging

the Bank of China its fair dividend. Seeing that

for the first few years at least the business of the

Bank will be exposed to greater risk, in spite of all

precautions, than that of most other banks of issue,

it should be given so much the more favourable

opportunity to accumulate a reasonable reserve fund

within a comparatively short space of time, should

occasion offer.

The Managers, Directors, Agents and other officials

of the Bank should also be given a fair share of the

profit, for they are all pioneers of civilization, all

co-operate in a great work of public interest, and

their duties and responsibilities will not infrequently

be most onerous, and this should be recognized by

allowing them a good share in any profit eventually

made. Later on, when everything is well regulated

and the business runs smoothly, the community may

claim a greater part of the profit, although excessive

demands in this respect will always recoil upon

15
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themselves. The community should therefore at

first be modest in its demands for a share of the

profits.

In view of these considerations I would suggest

that the Central Bank of China should adopt the

following programme for the distribution of its profits :-

As far as possible the shareholders should first

receive 6% dividend.

Of the remainder, 25% should be put aside to form a

reserve fund, until such fund has reached the amount

of the capital, after which only 10% need be put aside.

The remaining 75% are then divided as follows :-

25 % to the Management, Directors (including the

Censors) Agents and further staff of the Bank, as far

as they are to receive such share of the profits

according to the decision of the Management in agree-

ment with the Directors.

The distribution should be made on a certain basis

to be fixed every year by the Management with the

approval of the Directors, and this programme should

be revised every three years in order to ascertain

whether amendments are required.

25 0/0 to the State,

25 0/0 to the Shareholders.

As soon as the Reserve Fund has attained the

same amount as that of the capital, and as long as

it remains so, the surplus of 15O/0 shall be distributed

by giving the State a further 10% and the Shareholders

a further 5%.
If the amount of the capital is increased, then 25%

shall once more be added to the reserve until it has

again reached the sum of the increased capital.
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By thus adding to the reserve, the capital can be

increased almost impercep1!bly.

I have already briefly explained in Chapter V that

in spite of the peculiar circumstances connected with

the work of the Bank of China and the special demands

that will be made upon it, one can expect that it will

nevertheless be able to make a reasonable profit on

its share capital.



CONCLUSION.
In the foregoing pages I have, in sequence to "On

Chinese Currency I", indicated the broad lines upon
which a reform of the currency and banking system

in China should be undertaken.

The condition of things in China is unfortunately

not yet settled. So many different views prevail

on the main points of government that it is difficult

to come to an agreement on important matters, and

this is still more difficult in China because of outside

influence which is felt in various directions.

There is however one point upon which every one

can agree and which would be an important step

towards the economic development of China, and this

is the organization of the currency and banking system.

If care is only taken that the foundation ofa Central

Bank is so arranged that it will be independent of

everybody, and that it may then act in an absolutely

impartial manner towards every one, the Central Bank

can be called into existence under any Government

or any political party.

In the preceding chapters I have explained how a

completely independent and neutral Bank of Issue

could be formed. The decisive step towards its

creation can be taken at any moment, and whoever

does so will deserve the gratitude of the present and

future generations not only in China itself, but also

abroad.
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However much China may be divided internally,

or whatever outside influence may be brought to

bear upon her, the Bank of Issue will stand above

all the differences like a beacon which every one

can trust and which will always serve as a safe guide

on the way ultimately leading to uniformity in

currency and banking affairs, and upon which a

firm foundation for a commercially sound China may
be laid.

A currency and banking reform cannot be immediately

established throughout the whole extent of the country.

Nor is this even necessary. There are sufficient

examples in the history of nations of the success of

a reform which was introduced district by district.

In the case of China it is even better that the reform

should be brought about in several stages.

One should therefore no longer hesitate to take

the first step in the right direction. The future

gold unit upon which a new currency system will be

founded should be immediately proclaimed, and an

independent Central Bank, organized on sound princi-

ples, should at once be formed and should proceed

to work on the basis of that gold unit.

That such a resolution, to the lasting benefit of

the great Chinese nation, may soon be taken is my
fervent hope and desire.





Appendix A.

Two communications from Kirin relating to the abuse

ofthe issue of notes by so-called Provincial Banks:

—

I.

KIRIN CURRENCY.

The Chief of the Finance Department of Kirin has

come to Peking to submit a plan of reform for the

currency of the Province. In his petition he says

that the deterioration of the currency of Kirin is due

to the superfluity of Government notes, which have lost

their credit. Consequently the price of silver has

risen to an abnormal height and the Russian and Japan-

ese notes have flooded the market. He requests

that the Central Government should issue $ i7.ooo.C)CX)

exchange notes to replace the Government Bank notes,

and that a reserve of $8,800,000 should be raised by

the said province. After all the Government Bank

notes are recalled, wholesale reforms may be introduced

with efl'ect.

(Peking Daily News, 11 March, 1913).

II.

KIRIN PROVINCIAL NOTES.

Notable Representation by Chinese Guild.

Re-organisation of Currency System.

The following is the gist of a representation submitted

to Gov. Chen, at Kirin, by the Chinese Guild at
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Fuchiatien (Chinese Quarter of Harbin) concerning

the evils of the issue of Kirin Provincial notes beyond

the proper bounds :-

"The Yungheng Provincial Bank or the Kirin Pro-

vincial Bank and the Kuanghsin Provincial Bank or

the Heilungkiang Provincial Bank make nothing of

abusing the privileges invested in them. Neither

is satisfied any longer with the profit realized from

financing the government and commercial and industrial

enterprises. Each will snatch every opportunity

for gains by cornering the money and cereal markets.

The Heilungkiang Provincial Bank has speculated

recklessly in the cereal market and lost heavily.

In order to cover up the losses, the Bank has issued

hundreds of thousands of tiaos of Provincial notes.

The flooding of the money market with these notes

without adequate specie reserve has aggravated the

evils.

"The amounts of the Provincial notes issued are

far in excess of the limits fixed. The Kirin notes have

been issued to the extent of 15.000.000 tiaos and the

Heilungkiang notes of 7.000.000 tiaos. This fact is

the primary cause of the recent decline of these paper

currencies. Both Banks are held responsible for

the disturbance of the economical equilibrium which

has ensued from the depreciation of these notes.

The Heilungkiang Bank apparently feels no com-

punction at all for its misdeeds, and has not relaxed

its activity in buying up Russian roubles, so causing

the paper notes to slump further in value. The

burning need of the present lies in the effectual

suspension of the issue of new notes.
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"This Guild has been wide awake from the outset

to the evil effects of thff active operations of the

Heilungkiang Bank on the cereal market. Early

in 1910 we recommended to Viceroy Hsu-shihchang,

of Manchuria, and Gov. Chou, of Heilungkiang, the

suspension of the speculative operations on the part

of the Heilungkiang Bank. These recommendations

were, however, rejected on the ground that the Bank

was actuated solely by the desire to sustain the even

and sober tone of the market. Such was the

despotism with which the defunct Manchu Government

silenced the popular voice, and fattened upon the

earnings of the toiling masses. The effects of

years of abuses have lowered the paper notes to the

level of 10 tiaos in Heilungkiang notes to one silver

yen. It is time that a check be put on the operations

of the Provincial Banks in the cereal markets,

"The excessive issue of the Provincial notes results

in part from the license which the Banks use or, more

correctly speaking, abuse in advancing loans far beyond

their means. Few merchants of any importance

will be found in Kirin and Heilunkiang Provinces who

have not borrowed from either Bank. The circulation

of paper currencies having no support on specie reserve

militates against the economic well-being of these

Provinces. We are of opinion that, until matters

distinctly improve, both Banks should suspend their

loan services and that, when their credits fall due,

these ought to be collected with unmitigated rigour

just to the end of enhancing the value of the

Provincial notes,

"We propose that the two Banks contribute S. Yen
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i.ooo.ooo between them with which to found a new
money-exchanging service. This service should open

its branches at the principal trade centres of the two

Provinces and co-operate together for the purpose

of restoring the market value of the notes to their

former plane.

"We understand that the outstanding loans of these

Banks falling overdue or pronounced irrecoverable

reach millions of tiaos. These accounts should be

allowed to stand pending no longer, but ought to be

settled by disposing of the securities offered against them.

"We hear that the cash held by these two Banks

still amounts to 6 to 7 million taels. We suggest

that a sum of Tael 5.000.000 be disbursed by them

in order to found an interprovincial bank of a semi-

official nature. This amount will make a sufficient

reserve for the issue of convertible notes to the extent

of S. Yen 15.000.000. The new bank should be

managed strictly on business lines as a commercial

bank. One of its chief missions should be the

gradual redemption of the Provincial notes. The

Provincial notes which are now universally cursed

and despised will recover their former credit to the

relief of their holders, and this will place the money

market by degrees on a sounder footing. It will

not be long before these debased notes will be quietly

eliminated from circulation and be replaced by conver-

tible notes as good as silver specie,"

(Peking and Tientsin Times, 14 March, 1913).



Appendix B.

Draft of Statutes for the use of the

Central Bank of China. ')

CHAPTER I.

General Regulations.

Article i.

I. Under the style of "The Central Bank of China"

a bank will be incorporated with the object of circu-

lating properly secured bank-notes as a convenient

means of circulation and of promoting the circulation

of a sound metallic pecuniary medium throughout the

entire Chinese territory, of effecting clearances in

monetary traffic, of supplying the inhabitants of the

country with a credit medium and of executing other

duties in the public interest indicated in these Statutes.

All this is to be done in accordance with the regulations

laid down in these Statutes, which will if necessary be

supplemented by instructions.

Article 2.

I. The Bank is to be a limited liability company

with a share capital and will develop as an absolutely

1) This draft or scheme of Statutes has been worked out in

great detail in order to show the object of tlie various stipulations.

In their definite form they could be made much more concise.
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independent organization, subject to the supervision

of its transactions as laid down in these Statutes, which

will if necessary be more detailed in instructions to

be issued later.

Article 3,

1. For the period mentioned in the following article,

the Bank shall be granted the privilege of acting as

Bank of Issue with a view to being in the future the

sole bank possessing the right to issue bank-notes.

After the establishment of this bank this privilege may
not be granted during the same period, to any other

banking concern whatsoever in China, without the

explicit consent of this Bank, on the terms and conditions

to be then agreed upon between the State and the Bank.

2. Other banking concerns or private persons acting

as bankers who have issued and circulated bank-notes

or any paper similarly representing monetary value,

shall be obliged to cease such issue and to withdraw

their notes in circulation at such time and in such

manner as shall be duly proclaimed by law, after con-

sultation with the persons or firms concerned. This

law will lay down certain general rules for such with-

drawal, but special regulations may be left to the

decision of Government Boards.

Article 4.

I. The aforesaid privilege will be granted to the

Central Bank of China for a term of thirty years

commencing on ... . and therefore ending on ... .
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2. Not less than three years before the expiration

of this term it will have to Ife decided by arrangement

between the Bank and the State whether this privilege

shall be extended for a further period or not. Changes

may also in the meantime be made in the terms of

the privilege or in these Statutes by mutual agreement

between the Bank and the State. On the part of

the Bank such changes would be considered as amend-

ments of the Statutes to which will then apply the

rules laid down in Chapter VIII.

Article 5.

I. The head office of the Bank shall be established

at Shanghai. The head office can be removed to an-

other place with the mutual consent of the Government

and of the Bank. The Bank will establish such

branch offices or agencies in other places in China as

it may, on mutual agreement with the Government,

deem to be in the public interest. This should be

done in accordance with the rules laid down in

Chapter IV of these Statutes,

CHAPTER II.

The duties of the Bank.

Article 6.

I. The duties of the Bank shall consist in:-

A, The issue of a medium of circulation in the

form of bank-notes.
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B. Promoting the organization of the system of

currency and supervising the maintenance of a

good system of currency.

C. The keeping of an account current for the

State and other public bodies, and also for

private persons and concerns.

D. The remittance of moneys on behalf of persons

having an account with the Bank and others.

E. Granting credit to persons having an account

with the Bank.

F. Buying and selling bills payable in countries

outside China and buying and selling precious

metals.

G. Taking into safe custody securities, precious

metals and other objects and goods.

H. The execution of further duties which may
eventually be entrusted to the Bank in consult-

ation with the Government.

A. The issue of a medium of circulation in the

form of bank-notes.

Article 7.

1. The Bank will be granted the right to issue

notes payable to bearer.

2. The denominations of these notes will be

expressed in gold values of the new gold unit of

0.3644883 grams of fine gold which is adopted for the

purposes of the currency reform in China.

The various denominations of the bank-notes shall
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be determined in arrangement with the Government,

but the smallest may not*be less than one unit and

the largest not more than two thousand units.

Article 8.

1. The entire issue of these bank-notes and the

aggregate credit balances of the accounts current in

gold units must at all times be covered by precious

metal or gold values to the extent of not less than 50 %.
2. Under the term precious metal is, for the purpose

of these Statutes, to be understood any gold coins

which may eventually be circulated in China, foreign

gold coins, gold in bars and, finally, silver token coins,

when these are eventually issued in China, but only

if and as long as such token coins remain legal tender

in China.

3. Under the term gold values is, for the purpose

of these Statutes, to be understood credit balances in

account current with foreign banking concerns and

bankers, bills payable abroad, investments in securities

abroad or in moneys invested on foreign markets, as

far as it may reasonably be expected that these claims

of the Bank, in whatever form they may be, will be

payable in gold or gold value, and as far as these

assets will be kept by the Bank purposely as a part

of its gold reserve against its notes and other demand

liabilities.

4. The Bank must however see to it that, as a rule,

it shall have at its disposal a proportion of not less

than 60% in precious metal or gold values in reserve

against the aforesaid demand liabilities of the Bank.



240

Should this cover or reserve at any time be less than

the normal amount of 60% the Bank shall pay to

the State an interest of one-half per cent on all its

operations in its ordinary banking business referred to

in Art. 6, E., for each per cent that such reserve shall

have fallen below the normal 60%, and this interest

is to be calculated on the number of days during

which the reserve shall have been less than 60%.
5. The payment of this special rate of interest or

penalty to the State shall be effected in connection

with that of the special payment to be made by the

Bank to the State according to art. 20, and in the

manner prescribed therein.

6. In times of crisis, war, general riots or calamities,

or in the event of other special circumstances, the

Bank, after the Government has obtained advice as

regulated in Art. 27 (12), and has granted its sanction,

may be exempted from the obligation to pay this

special rate to the State. The duration and, if

necessary, the extension of the period of such exempt-

ion shall always be fixed beforehand.

Article 9.

1, The notes with currency expressed in gold units

may be tendered to the Bank for redemption against

precious metal or gold values. The Bank is free

to pay them in what form of value it will, but must

try, as far as possible without prejudice to the public

interest and its own interest, to act according to the

desire and to the advantage of the individual presenting

the notes.

2. In ordinary circumstances the Bank shall not be
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obliged to pay such counter-value unless such gold notes

are presented in aniounts«»of 50.000 units or more.

3. The Bank is authorized however in special cases in

agreement with the Government, to redeem gold notes

in smaller amounts than specified above, provided

such amounts are not less than 500 units.

The Bank shall publish each day at all its offices

the rate at which it is prepared to sell or to buy

gold value abroad against deposit or issue of its own
notes at its various offices.

4. As soon and as long however as gold coins or

silver token coins of the realm are circulated in China,

both being legal tender to any amount, the Bank will

in the first place pay its notes in coin of the realm.

In this event the Bank shall as far as lies in its power

meet the notes tendered in such coin of the realm to

any amount. The Management of the Bank however

reserves the right of deciding whether this is possible

or not.

5. The Bank may accept silver or silver coins on a

silver basis against the issue of its own gold notes,

and, vice versa, supply silver on presentation of its

gold notes.

These transactions shall be effected at the rate of

the day for silver metal and silver coins as fixed for

its own business by the Bank. These rates to be

published as described above. The Bank is however

not obliged to buy or sell silver.

6. The Bank shall, with a view to a possible decrease

in the value of silver, see to it that its stock of silver

does not assume too large proportions. The Bank

shall try to protect itself against the adverse conse-

is
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quences of fluctuations in the value of silver, if it

should deem such a course desirable or necessary, by
selling its excess of silver either for immediate or future

delivery.

Article lo.

1. The Bank may, at any place or time it may
deem desirable or necessary, with the approval of the

Government, also issue bank-notes in silver currency.

The notes may express their face value in certain

amounts of silver coins then in circulation or in certain

quantities or weights of fine silver.

The various denominations of the notes shall be

determined by the Bank.

2. These silver notes shall at all times be fully

covered by the amount or value of silver mentioned

on them in either of those forms. The restriction

contained in the last clause of the preceding article

naturally does not apply to this silver stock. The

reserve or cover need not be kept at the place where

the notes are issued. It will however be the duty

of the Bank to see that these notes can be met in

silver at any of its offices where such notes may be

presented. The Bank may defer payment until

silver has been received from other places if its

local stock proves to be insufficient. Any expenses

eventually incurred for the conveyance of the silver,

including the cost of insurance, packing etc., may be

charged to the receiver of the silver on its payment

to him.

3. The Bank is further authorized to open accounts
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current in silver currency. The same regulations

apply to these silver accouffts as stipulated above for

the issue of notes against silver value.

Article ii.

1. The bank-notes whose denominations are expres-

sed in gold values of the new gold unit, shall be

legal tender up to any amount in such places or

parts of the State of China as the Government shall

have proclaimed by decree.

2. The legal tender of these notes shall be suspended

as soon and as long as the reserve in precious metal

or gold value in accordance with Art. 8 has fallen

below 50% of the total demand liabilities of the Bank

also mentioned in Art. 8.

Article 12.

1. The bank-notes of the Bank shall bear, in not

less than four separate places on the front and back

of the note, the letters indicating the series and also

the consecutive number of the note, so that in case

of the note being damaged its series and number may
be checked as easily as possible.

2. Only the holder of a note is entitled to demand

its counter-value in some form or other as indicated

in these Statutes.

3. Should the note be damaged the Bank shall issue

a new note in exchange for the damaged note, unless

it should be damaged to such an extent that the

genuineness of the note cannot be absolutely ascertained.

4. Should any portion of the note be missing or

should it be torn in two or more pieces, only the
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holder of that portion which is larger than half the

entire note or of such portions which together make

more than the half of the note, and which apparently

belonged to the same note, shall be entitled to receive a

fresh note from the Bank.

5. The Bank need not exchange notes which have

obviously been damaged on purpose.

6. On suspicion of fraud or at the written request

of the parties interested, thfe Bank may at its discretion

demand that the person presenting a note shall sign

it and give a receipt for Skme.

7. The Bank is authorized to withdraw from circulation

certain numbers, series or even entire denominations

of its bank-notes. Notice of such withdrawal shall

be duly published and the holders shall be afforded

the opportunity of exchanging the notes in such a

manner as shall be agreed upon with sanction of the

Government, The Bank shall also agree with the

Government as to the period after which the claim

on the Bank by virtue of the bank-note shall have

expired and the note thus rendered invalid.

8. The Bank shall take measures to destroy all notes

withdrawn, in such a manner as to render them

unsuitable for further circulation.

B. Promoting the organization of the system of

currency and supervising the maintenance of

a good system of currency.

Article 13.

I. The Bank shall as far as lies in its power assist

the Government in the reform of the currency and in

the maintenance thereof.
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2. The Bank shall for and on behalf of the Government

buy up and withdraw ag^jnst delivery of its own

notes, any Government, Provincial or any other fiduciary

paper indicated by the Government, to such extent as

the Bank shall be in a position to do so by means

of the counter-values placed at its disposal for the purpose

3. The Bank shall, if desired, afford its assistance

in withdrawing notes circulated by other bankers or

banking concerns, in such a manner and on such

terms as shall be agreed upon with the Government

and publicly announced.

4. The Bank shall promote the circulation of good

coin of the realm and purge the circulation of bad

or forged coins on such lines as shall be fixed

and published by the Bank with the sanction of the

Government. The Bank may charge a commission

for any manipulations of subsidiary coins effected by

the Bank on behalf of the Government, and if the

conveyance of coin or metal is involved it will be

done at the Goyernment's risk and expense.

C. Keeping an account currentfor the State and othet

public bddies, and for private persons

and cdttcems.

Article 14.

I. The Bank shj^ll be obliged to keep an account

current for the State, the Provinces, the Customs and

other public bodies or institutions, and, if they enjoy a

good reputation, fo|; priyate bodies, banks or persons.

The Bank may however ,in special cases at its discretion
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refuse to do so for these private persons or corporations.

2, The accounts current on behalf of the State

and other public persons, and for banking concerns

and private bankers shall be kept without any commis-

sion being charged on the part of the Bank, but the

Bank may charge a commission to other holders of

an account current,

3, Should the State or any other body or person

have an account current at more than one office of

the Bank, such accounts shall be considered as being

separate accounts, and consequently a debit or overdraft

at one office of the Bank may not be charged to a

credit at another office of the Bank, but the holder

naturally has the right to effect a transfer to any account.

4, The privileges and obligations arising from the

possession of an account current at the Bank are

defined in the general conditions for holding an account

current, subject to legal regulations generally which

obtain in the country on this matter, or subject to

special agreements, which may eventually have the

preference over such conditions.

D. The remittance of moneys on behalf^ of persons

having an account with the Bank and others.

Article 15.

I. The Bank may remit moneys :-

/, by means oftransfer in account current (giro).

2. by supplying sight bills on other offices of

the Bank.

?. remittances to other offices may also be

effected by telegraph.
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2. The Bank is empowered to charge a commission

for each of these methods gf remittance, and the rate

of this commission is to be published at all its oflfices.

3. The Bank may also, on certain conditions, effect

such remittances for persons not having an account with

it, even if they are to persons residing elsewhere not

having an account with it either. In such a case

the transferer deposits the moneys to be remitted at

the remitting office, and the individual to whom the

transfer is made payable will be called upon to receive

such remittance from the receiving office, after duly

proving his identity. A higher commission may be

charged for remittances effected between persons not

being customers of the Bank than for persons who

have an account with the Bank.

4. The Bank shall, with a view to the organization

of a good and convenient money traffic, afford all the

assistance in its power to effect transfers.

E, Granting credit to persons having an account

with the Bank {its customers).

Article 16.

I. The Bank may not grant credit otherwise than

in one of the following forms :-

I. By discounting :-

a. bills, or promissory notes to order with three or

more signatures of persons who are severally

liable for the whole amount, with a period of

duration no longer than is customary in the trade

and in no case longer than six months;
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b. debentures or dividend warrants redeemable

within a period not exceeding four months, the

security of which is above all suspicion, under

guarantee of the person applying for discount.

II. By purchasing bills of exchange payable in

China or abroad of a period of duration which is

not longer than is customary in the trade, furnished with

not less than two signatures but with additional

security in the form of documents proving the debt,

such as Bills of Lading or way-bills, or in the form

of a credit confirmed by a sound banking concern.

III. By granting loans upon securities, goods,

commodities or other merchandise, coin or bullion or

the documents proving the shipment or storage of

such goods, upon jewellery and other ornaments and

upon bills as described sub I and II, either in account

current without a fixed duration or for a fixed period

not exceeding three months.

The Bank shall see to it that such loans are always

granted with a margin of 20% when on securities

and bills, and of not less than 30% in case of loans

on other goods.

The further details of the methods of granting

money on loan and of the system of the calculation of

the interest payable etc., shall be laid down in separate

instructions.

Article 17.

I. The Bank may not grant to any one, whoever

it may be, any credit without security.
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Article i8.

1. The Bank may not ftirnish money on mortgage,

nor on personal surety. A mortgage may however be

accepted as collateral security and as such may even

take the place of a third signature on a bill if there

is otherwise sufficient guarantee that the bill will be

honoured when due,

2. Personal surety may also be accepted as collateral

security and may, in the form of an aval or endorsement

on the bill or on a separate paper, take the place of

a third signature.

F. Buying and selling bills payable in cotintries outside

China and buying and selling precious metals.

Article 19.

1. The Bank is also authorized to buy and sell

bills payable at places outside China in foreign values

with a view to the creation and maintenance of a

portfolio of foreign bills, to the creation of a further

gold reserve abroad and finally with the purpose of

maintaining the parity of the rates of foreign exchange.

The Bank will only sell bills on foreign places in the

form of cheques, short bills or telegraphic transfers.

The duration of bills purchased by the Bank may
not be longer than is customary in the trade.

2. The Bank buys and sells precious metals as

far as this may be necessary in carrying out the

policy of the Bank, or in the public interest on behalf

or for account of the State or other public bodies.

3. The Bank shall as far as possible avoid any

purchase or sale of precious metal which might prove

to be of a speculative nature.
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Restriction as to maximum amounts of credit

to be granted.

Article 20.

1. With the approval of the Government the Bank

shall, after the Balance-Sheet has been fixed every

year, determine what shall be the maximum amount

of credit which may be granted in accordance with

part E of Chapter II of these Statutes (Art. 6) and

what is to be considered the normal figure for the

current year.

2. If in the course of the year the maximum amount

which has been fixed as normal has been exceeded,

one-third of the interest on the first 10 % surplus

over and above the normal amount, two-thirds on

the second 10 %, and the whole of the interest on

anything exceeding this 20 0/^ above the normal

amount shall be forfeited to the State. The cal-

culation of the amount of the interest due to the

State by reason of such excess shall be made according

to the number of days during which such surplus or

excess obtained.

3. If such excess of credit granted over and above

this maximum figure should occur simultaneously with

a decrease of the reserve against the bank-notes to

a figure less than 60 O/q of the nominal value of the note

issue and of the other demand liabilities in accordance

with Art, 8 of these Statutes, and the Bank would

consequently also have to pay the State a certain amount

on this head also, these two payments or fines shall

not both be paid, but only the one with the highest
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figure and the Bank will be exempted from paying

the lesser one, •

4, If the Government and the Bank cannot agree

as to what shall be the normal figure referred to in

clause I of this article, a board of three arbitrators

shall be appointed, one each being nominated by the

two parties and the third by the first two arbitrators,

or if the latter cannot agree, by the highest judicial

court in the country.

This Board of Arbitrators shall then, after having

examined either party, fix the maximum amount for the

following year,

5, In times of crisis, war, general riots or calamities

or in the event of other special circumstances, the

Bank may, with the sanction of the Government, be

temporarily exempted from paying this special duty

or fine to the State in case of the maximum amount

being exceeded. The duration and if necessary the

extension of such exemption will always be fixed

beforehand, after advice has been obtained as described

in clause 12 of Art, 27.

G. Taking into safe custody securities, precious

metals and other goods and objects.

Article 21.

1. The Bank shall also undertake the safe custody

of securities, moneys and precious metals, goods and

other valuables, deeds, documents and other objects.

2. The Bank is authorized to carry out the admini-

strative duties connected with the custody of such



252

valuables to buy and sell same and to entrust third

parties with the execution of orders connected with

such administrative duties.

3. Custody may be "open" or "sealed".

4. Securities shall only be accepted in open custody

and their administration must be entrusted to the Bank.

5. The conditions on which articles are placed in the

custody of the Bank, and the manner of such deposits,

shall be regulated by separate instructions,

H. The execution of further auties.

Article 22.

I. The Bank may undertake other duties besides

the above. If however the work connected with

such duties is not provided for in these Statutes, the

Bank may only undertake them in agreement with,

and with the sanction of, the Government.

CHAPTER III.

The Management of the Bank and the

supervision of its transactions.

Article 23.

The Management.

I. The Management of the Bank shall consist of

a President, three Managers and a Secretary, all of

whom are members of the Management.
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2

.

The President and the Secretary shall be appointed

by the Government, each «€or a term of five years.

The three Managers shall be appointed by the general

meeting of shareholders, each for a term of four years,

which shall date from the day they assume their duties.

3. The President and the Secretary shall preferably

be of Chinese nationality, and they shall possess a

sufficient knowledge of either English, French or German

to enable them to express their thoughts clearly in

any of these languages.

4. Not less than two of the Managers shall be

selected from among banking experts who are subjects

of a nation other than the Chinese.

5. During the first five years after the Bank's

establishment the third Manager shall also be of non-

Chinese nationality.

On the expiration of the first five years the general

meeting of shareholders shall be at liberty to select

a person of any nationality whatsoever to be the

third Manager.

6. In case of any vacancy occurring in the five

seats of the Management, a nomination list of at least

three candidates shall be made by the combined meeting

of the Management and the Board of Directors of the

Bank. Where the post of President or Secretary

is concerned, this nomination is not binding for the

Government, but the Government may take it into

consideration as much as it sees fit.

7. The meeting of shareholders shall be bound to

select the Manager from a Hst of candidates drawn up

in the above manner and submitted to them.

8. Deputies must be appointed for the President,
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the Secretary and the three Managers, and they shall

be selected either from among the other members of

the Management or they may be persons not connected
with the Management of the Bank. These deputies

shall be appointed by the same powers as appoint

the President, Secretary or the Managers, and shall be

subject to the same rules.

9. The deputy members of the Management shall

only act as such in the absence of the ofificials whom
they replace, and the Management shall give notice

of such absence to the deputy concerned as soon as

possible.

Article 24,

1. The President and the Secretary may not assume

any other post, office, function or duties whatsoever

besides those entrusted to them by the Government.

2. The Managers may not assume any other salaried

post, office or function, unless these are also entrusted

to them by the Government, but the Managers are

permitted to assume the office of Director or Delegate

Director of limited or private companies. Two of

the Managers may not however be Directors of the

same company at the same time.

3. The President, Secretary and Managers may

not engage in trade or be interested in any commercial

operation otherwise than by being holders of shares

or debenture bonds of limited or private companies.

4. The remuneration ofthe members of the Manage-

ment shall be determined by the combined meeting

of the Management and Directors, with the sanction

of the Government Commissioner.
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Article 25,

1. The Management shall mutually arrange their

respective duties and shall draw up instructions with

regard to same and to its meetings, subject to the

following stipulations :-

2. The Management shall assemble not less than

once a week.

3. Important matters in the Management of the

Bank and questions of principle in the government

of the Bank shall be discussed in the meetings of

the Management.

4. These meetings are authorized to pass resolutions

if not less than three members of the Management

or their deputies are present.

5. The resolutions shall be passed by majority of

votes. In case the votes for and against are equal

a proposal shall be considered to be rejected, and the

same proposal may not be brought forward again

within two months.

6. Careful note shall be taken of all proposals passed

or rejected in the meetings.

7. If the President cannot, on serious grounds, agree

with the resolution of the majority of the meeting of

the Management, he may pronounce his veto on such

a resolution. If the meeting however does not admit

the rejection of the proposal, each member of such

meeting may bring forward the proposal, either amended

or not, in the next meeting of the Management. The

President shall once more have the power to veto

the resolution of the majority of this second meeting,

but in this case any of the members of the Management
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have the right to submit the original proposal, whether

amended or not, as it was last vetoed by the President,

to a combined meeting of the Board of Censors and

the Management, which meeting shall be convened

within one week after the meeting in which the

President last pronounced his veto upon the proposal.

In this combined meeting each of the members of the

Management or Board of Censors present shall have

an equal vote and valid resolutions shall be passed by

majority of votes returned. If the votes tie the

proposal is considered to be rejected.

8. The combined meeting referred to is authorized

to pass resolutions if not less than three members of

the Management and three Censors are present.

Article 26.

1

.

All documents binding for the Bank, or which treat

of important matters, issued by the Management, must

be signed by the President and one of the other

members of the Management or their substitutes.

The Management may, with the sanction of the

Board of Censors, entrust the signing of a certain

kind of documents either to the Secretary alone, or

to the Secretary in combination with one of the other

head officials of the Bank, or, where endorsement

of commercial or other paper is required, to two head

officials together.

2. The powers of the managers of branches or

agencies, and of their substitutes or their subalterns

for signing bills and other documents will be regulated

by special instructions.
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Article 27.

The Government Commissioner.

1. The Government shall appoint a Government

Commissioner.

2. The appointment shall be for the space of five

years, after which the Government Commissioner then

in function is eligible for re-appointment.

3. The remuneration of the Government Commis-

sioner is fixed by the Government, but it shall be

paid by the Bank and charged to its expenses account.

4. The Government Commissioner must by prefer-

ence be of Chinese nationality, and he must possess a

sufificient knowledge of one or more European languages

to enable him to express his thoughts properly in

those languages.

5. The Government Commissioner must reside in the

place where the head office of the Bank is established.

6. The Government has the power to appoint a

Deputy Government Commissioner who, in the absence

of the Government Commissioner, will act in his stead

and exercise all his rights and fulfil all his duties.

7. The duties of the Government Commissioner

shall be laid down in instructions drawn up by the

Government subject to the following regulations :-

8. The Government Commissioner is authorized to

attend all the meetings of shareholders and the combined

meetings of the Management with the Board ofDirectors.

In these meetings and in combined meetings of the

Management with the Board of Censors in the case

foreseen in Art. 25 (7), he has an advisory vote,

and will be invited to vote first.

17
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g. The Government Commissioner may not be a

shareholder of the Bank.

10. The Government Commissioner may require

the Management of the Bank to furnish him with all

possible information regarding the management, the

policy, and the investments of the Bank, without

however interfering in the government of the Bank,

or inquiring into the standing of the persons who
have obtained credit from the Bank, or the soundness

of the discounts or pledges for loans deposited with

the Bank.

11. The Government Commissioner shall be present

when the annual Balance-Sheet is drawn up, and shall

make an independent report on same to the Government.

12. The Government Commissioner will also particu-

larly be entrusted with the supervision regarding the

compliance with Artt. 8 and 20 of these Statutes

viz., the payment of a tax on the excess of note issue

above a certain amount, or the fall of the cover in

metal stock and other gold values below the margin

fixed upon.

TAe Board of Directors.

Article 28.

1. The Board of Directors shall be composed of

not less than twelve and not more than fifteen members.

2. The foreign banks established which are actually

working or have their own office in Peking, Shanghai

or Hongkong, and which at the moment of the establish-

ment of The Central Bank of China have the right
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to issue and circulate their own bank-notes in the

part of China where they aft established oi- working

may, for each country to which those banks belong,

elect one member to the Board of Directors.

In the event of a vacancy the Management shall

request these banks, grouped according to their

nationality, to appoint a nominee for each country

represented.

3. The remaining members of the Board of Directors

shall be appointed by the meeting of shareholders, at

their own choice.

4. The members of the Board of Directors shall each

be appointed for a term of five years. Every year

one-fifth of the number of members shall resign, and

the order of their resignation shall be fixed by drawing

lots. A member elected to a vacancy which has

occurred in the meantime takes the place of the member

whose vacant seat he takes as far as the term of the

directorship is concerned. The resigning Directors

are eligible for re-appointment.

5. The Directors may be of Chinese or of any

other nationality.

6. The Board of Directors shall elect from among

its number a Chairman and a Secretary of the Board,

and any other officials it may deem necessary for the

proper execution of the duties of the Board of Directors.

7. The Board of Directors, when assembled, has

the right to ask the Management for any information

relating to the management of the Bank and the

Management is obliged to answer the questions as

fully as possible. The Management may however

withhold from the Board ofDirectors any private inform-
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ation regarding the condition of private accounts or

relating to the standing of individuals having accounts

with the Bank, without prejudice to the power of the

meeting of the said Board to appoint one or more of

its members to institute a special inquiry concerning

certain bank accounts, or to make any examination

after the annu^,l Balance-Sheet has been prepared.

8. The Board of Directors shall meet at least four

times a year to receive from the hands of the Manage-

ment a report in writing on the state of the Bank's

affairs. The meetings of the Board will be held

at the place where the head office of the Bank is

established.

9. Besides the above four times the Board shall meet

as often as five of its members shall inform the Chairman

of their desire to hold a meeting, or if the President or

two other Managers of the Bank consider a meeting of

the Board necessary, stating their reasons for doing so.

The meeting shall be convened by the Secretary of

the Board at the request of the Chairman. The

convocation to the meeting shall, as far as possible, take

into consideration the distance from the place of the

meeting at which some of the Directors may happen

to reside, so as to allow them sufficient time to attend

the meeting,

10. The Board of Directors shall check the Balance-

Sheet in the manner described in Chapter VII.

1 1

.

The Board of Directors shall prepare instructions

relating to its duties. These instructions and any

amendments made therein at a later date shall be

submitted to the approval of the Government Com-

missioner.
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12, In the event of a vacancy occurring in the

Management of the Bank, ^the Board of Directors

shall meet together with the Management at a date

to be mutually agreed upon, in order to draw up a

nomination list of three persons to be submitted to

the Government if the post of President or Secretary

is in question, or to the meeting of shareholders where

any other member of the Management is concerned.

13. The candidates placed on this nomination list

must have been elected by the absolute majority of

the persons present in the combined meeting of the

Management and the Board of Directors. The quorum

for such a combined meeting will be not less than

two-thirds of the members of the Board of Directors

and not less than three members of the Management

or their deputies.

The Board 0/ Censors.

Article 29.

1. From among the members of the Board of

Directors, five persons shall be selected to form a

Board of Censors. Three of these Censors shall

be selected from among those Directors who were

appointed by the meeting of shareholders, and two of

them shall be from the Directors appointed by the

foreign banks.

2. The Board of Censors shall be appointed for

the space of one year, and this shall be done in the

meeting of Directors in which the Balance-Sheet is
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discussed. The Censors are eligible for re-appoint-

ment, but it is advisable that this re-appointment of

resigning Censors should not be made a rule.

3. The Board of Censors shall assemble with the

Management not less than once a week in a meeting

in which the Management shall report on all discounts,

loans and other important banking business transacted

in the course of the week. This meeting should

preferably be held as soon as possible after the prepara-

tion of the weekly Balance-Sheet. Brief minutes of

the transactions of the meetings of the Management

with the Board of Censors shall be kept.

4. The Board shall have the right to ask for

information regarding the administration carried out

by the Management, and particularly as regards the

maximum amounts of credit granted to customers or

the maximum amounts of credit to be granted on

security of a certain nature. The Board shall have

the power to keep such maximum amounts within certain

limits or to determine the minimum margin which

the Management shall reserve in the various kinds of

loans.

5. The selection of bankers who would eventually

act as the agents of the Central Bank abroad, shall

be submitted to the approval of this Board.

6. Any changes to be made in the officially quoted

rates for discounts or loans effected by the Bank

shall be submitted to the judgment of the Board of

Censors. Should the Management of the Bank not

be able to agree with a decision of the Board, the

Management may fix the rate at its discretion provided

the difference of opinion with the Board of Censors is
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immediately communicated in writing to the Chairman

of the Board of Directors. •

7. The Boafd of Censors has the power to suspend

any member of the Management at once, should they

find reason to do so in the event of irregularities

in the conduct of the members of the Management,

or in cases of grave negligence in the administration

of the Bank. Such suspension must, as soon as

possible, be placed before a combined meeting of the

Management and the Board of Directors, specially

convened for the purpose, and this meeting shall decide

whether the member of the Management in question

shall be definitely suspended or not.

8. The dismissal of the members of the Management

shall be done by the Government where the President

or Secretary are concerned, and by the meeting of

shareholders convened for the purpose in the case

of the other members of the Management, in both

cases on the proposal of the combined meeting men-

tioned above. In this combined meeting and,

eventually, in any meeting of shareholders convened

to decide a question of suspension or dismissal, the

member of the Management whom it is proposed to

suspend or dismiss shall have the right to attend the

meetings, without however being permitted to vote

on the question concerning himself.

9. The Board of Censors shall meet further in the

combined meetings together with the Management in

the cases referred to in Art. 25 (7).

10. The remuneration of the members of the Board

of Censors shall be determined by the combined meeting

of the Management and the Board of Directors.
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Advisers.

Article 30

1. The Bank has the power to appoint General

Advisers and Local Advisers.

2. General Advisers may be of assistance to the

Bank in legal matters, or in any other questions in

regard to which the Bank may require the services of

a special expert as adviser.

3. The General Advisers may be of Chinese or of

foreign nationality, and may reside either in China or

abroad.

4. The appointment of General Advisers shall be

submitted to the approval of the Government Com-
missioner and the Board of Censors.

5. Local Advisers may be appointed in order to

furnish advice to the branch ofifices and agencies.

These Local Advisers must reside in the place where

the branch or agency is established or in places whence

they can easily reach the branch office or agency.

Local Advisers may also be appointed for the foreign

offices of the Bank.

6. The Local Advisers may also be entrusted, to

a certain extent, with the supervision of the actions

of the Managers ofthe branches and agencies, in which

case they shall be supplied with written instructions on

the subject.

7. The appointment of Local Advisers, both in

China and abroad, shall be submitted to the approval

of the Board of Censors.
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CHAPTER IV.

Branches, Agencies and Correspondents.

Article 31.

1. The Bank shall, besides the place where the

head office of the Bank is established, open branches

or agencies at such places within the State as may,

with the sanction of the Government, be deemed in the

public interest. Branches and agencies are, in the

meaning of these Statutes, only such offices of which the

entire staff" is directly in the service of the Central Bank.

2. The Bank is also authorized to appoint, in places

where such is deemed necessary. Correspondents of

the Bank, for which purpose the Bank may select

private corporations or persons who have a business

of their own and are prepared to act as the represen-

tative of the Bank as well.

3. The organization and scope of the branch

offices, agencies and Correspondents shall be laid down
in instructions which, with any amendments made in

them later, must be submitted to the approval of the

Government Commissioner and the Board of Directors.

4. During the first five years after the establishment

of a branch office or agency in other places in China

not less than one of the Managers of the branch or

one of the Agents, and if there is only one, then that

one, must be of a nationality other than Chinese.

5. These representatives of the Bank must by

preference be selected from among banking experts.

6. The Bank is at liberty to appoint persons of

Chinese nationality to be its correspondents.
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7- The appointment and the dismissal of the

Managers of branch offices, of Agents and Corres-

pondents shall be done by the Management with the

approval of the Board of Censors.

8. The further officials of the head office, of the

branches and agencies shall be appointed by the

Management alone or by the Managers ofthose offices

with its approval.

9. Proposals for the temporary or permanent closure

of branches or agencies shall be submitted to the

approval of the Board of Censors.

Article 32.

1. The Bank shall establish at least one branch

office in Europe for the administration of that part of

the foreign gold reserve which shall be deposited in

Europe. Should it later on appear desirable that

more than one branch office should be established in

Europe, or even other branches in other countries in

Asia, the Bank is empowered to do so. For the

establishment of these further foreign branches the

Bank shall require the sanction of the Government

Commissioner and of the Board of Directors.

2. The suppression of foreign branch offices shall

require the same sanction.

3. The Managers of those branch offices shall be

appointed and dismissed by the Management with the

approval of the Board of Censors.

4. During the first five years after the establishment

of a branch office at least one of the Managers must

be of non-Chinese nationality.
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5. The Managers of the branch ofifices shall

preferably be selected from aamong banking experts.

6. The organization and scope ofthe foreign branch

ofifices shall be laid down in instructions which, with

any amendments made in them later, must be submitted

to the approval of the Government Commissioner and

of the Board of Directors.

CHAPTER V.

The capital of the Bank.

Article 33.

I. The capital of the Bank shall be 20.000.000 units

of 0,3644883 grams of gold. Should it be necessary,

the Bank may augment or decrease its capital. The
resolution to do so and the manner in which it shall

be effected must have the sanction of the Government

Commissioner and the Board of Directors.

The capital of the Bank may not be employed in

the ordinary business ofthe Bank, but must be invested

separately.

For the purpose of these investments only first-class

securities, either in China or elsewhere, may be selected.

The choice of the proposed investments shall be sub-

mitted to the approval of the Board of Censors.

The capital may, however, be employed for the

establishment and installation of the Bank's ofifices.

2. The shares shall be of 1000 units each.

3. The shares must all be registered in the name
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of the owner, and only one owner will be recognized

for each share. The transfer of shares may not be

effected without the express sanction of the Management

of the Bank, recognizing the new owner of the share

as a shareholder, and this sanction shall be definitely

stated in an endorsement on the share warrant,

4. Dividend-warrants to bearer will be attached to

the share warrants.

5. The regulations for making and issuing share

and dividend-warrants, and talons with which to obtain

new coupon sheets, the issue of new share or dividend-

warrants with their talons in the place of those lost

or mislaid, and the method of recording the transfer

of the share-warrants to the new owner in the

Bank's registers and on the share-warrant itself, and

anything connected with the shares shall all be Jaid

down in separate instructions which must, with any

amendments made in them later, be submitted to the

sanction of the Government Commissioner and the

Board of Directors.

CHAPTER VI.

The general meeting of shareholders.

Article 34.

1. An ordinary general meeting of the shareholders

entitled to vote shall be held not less than once a

year at the head office of the Bank.

2, The President of the Bank shall take the chair
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at such a meeting and the Secretary of the Bank
shall keep minutes of the transactions. The minutes

of the transactions must however be attested or certified

by three other shareholders present at the meeting

to be selected for the purpose by the meeting.

3. Separate regulations shall be drawn up regarding

the convocation, the holding and order of the meeting,

which, with any amendments to be made in them

later, shall require the sanction of the Government

Commissioner and the Board of Directors, subject to

the following stipulations :-

4. The holder is entitled to one vote at the general

meeting for every ten shares he holds, with a maximum
however of six votes. No shareholder may return

more than six votes irrespective of the number of

shares he may possess.

5. Absent shareholders may be represented at the

meeting by another shareholder, who may vote on

their behalf. No shareholder may however act as

proxy for more than one absent shareholder.

6. Members of the Management, the Directors or

the Government Commissioner and officials of the

Bank may not act as the proxy for absent shareholders.

7. A shareholder has the right to vote only after

the shares have been registered in his name during

not less than six months consecutively immediately

preceding the meeting. This period will not be

observed during the first half year after the establish-

ment of the Bank.

8. The points to be discussed at the meetings

shall be open for the perusal of shareholders at all

the offices of the Bank in China, unless certain of the
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offices should be exempted from this obligation on

account of the great distance from the head office.

This exemption shall require the approval of the

Government Commissioner and ofthe Board ofDirectors.

9. No other subjects or proposals shall be discussed

at the meetings than those which were stated in the

convocation.

10. Except in special cases the meeting shall decide

on all subjects by the majority of the votes returned

at the meeting. If the votes are equal the Chairman

of the meeting has the casting vote.

11. On personal matters voting is done by means

of ballot notes,

12. Extraordinary general meetings shall be held

as often as the Management ofthe Bank, the Government

Commissioner or the Board of Directoi's, or not less

than 10 holders possessing not less than 300 shares

between them, should desire a meeting to be convened.

The convocation to such extraordinary meetings is

also provided for in the regulations for the meetings

of shareholders.

Article 35.

I. The ordinary general meeting shall be held

every year not later than three months after the date

on which the Balance-Sheet of the Bank has been

approved by the Board of Directors, or fixed by the

decision of arbitrators in accordance with the regulations

in Artt, 37, 38 en 39, in order to:-

a. look into the Bank's Balance-Sheet and the Profit

and Loss Account in the form in which they will
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have been submitted to the approval of the Board

of Directors; ^
b. receive information by the reading of an annual

report to be made by the Management and by

further verbal explanation if desired. This annual

report must be printed and copies of it must be

supplied gratis to the shareholders, and also to

the public, to the latter if desirable at cost price;

c. appoint Directors to seats which have become

vacant through periodical resignation or otherwise;

a. - discuss and decide upon proposals on the agenda.

Article 36.

1. The Management shall publish a provisional

Balance-Sheet once a week in the newspapers to be

indicated by the Government Commissioner.

2. Copies of such provisional Balance-Sheets shall

be obtainable by the public at cost price on application

for same at the head office and at the branches and

agencies indicated by the Censors, after having given

due notice.

3. A Balance-Sheet of the affairs of the Bank shall

be prepared twice a year at the end of every half-

year. As soon as it is completed, the Balance-Sheet

will be published and will be obtainable in the same

manner as the weekly Balance-Sheets.

4. The form of the provisional weekly Balance-

Sheets and the half-yearly Balance-Sheets must be sanc-

tioned by the Government Commissioner.
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CHAPTER VII.

Balanee-Sheet, Reserve Fund and
distribution of profits.

Article 37.

I. The books of the Bank shall be closed annually

on the day corresponding with the last day of March of

the Gregorian Calendar. As soon as possible after

the books have been closed a Balance-Sheet and

a profit and loss account shall be prepared from them,

the draft of which, with the necessary documents and

vouchers, shall be submitted as soon as possible to

the Government Commissioner and the Board of

Directors. The Board of Directors shall at the

earliest possible moment examine the Balance-Sheet

and profit and loss account and the documents submitted

to them. The Board is authorized to depute a

number of its members more particularly to verify the

vouchers carefully with the books of the Bank and

to require further information, if desired. The

Government Commissioner has the right to be present

at these meetings and to follow the verification, and

he may ask to be furnished with any information which

would enable him to obtain a complete view of the

course and condition of the affairs of the Bank.

The documents submitted to the Board of Directors

shall include an affidavit signed by two persons, local

advisers or other persons, of each place where a

branch or agency of the Bank is established, to the

effect that the values which according to the books

of that branch or agency should be in the possession
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of such branch or agency, after careful investigation

were found to be actually pftsent on the date when
the books were closed.

2. If the Balance-Sheet and profit and loss account

submitted by the Management has the approval of

the Board of Directors, its members shall sign such

Balance-Sheet and profit and loss account, a signed

copy of which shall be kept in a separate balance-

sheet book, and the Board shall inform the Management
and the Government Commissioner of the fact in

writing.

3. The Government Commissioner may within

one month after the approval of the Balance-Sheet and

the profit and loss account by the Board of Directors,

bring forward any objections he may have against

them. On the expiration of one month without

any objection being forthcoming from the Government

Commissioner, the Balance-Sheet and profit and loss

account shall be deemed to have been definitely accepted.

This definite acceptance will serve as full release to

the Management for their administration during the

previous year, without prejudice however to the right

of the Board of Directors to revoke such release

should they at any time afterwards discover that one

or more members of the Management had committed

fraudulent actions which had been kept from them.

Article 38.

I. If the Board of Directors cannot sanction the

Balance-Sheet and profit and loss account submitted and

if after consultation between the Management and the

18
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Board the latter cannot be satisfied on the point, a
committee of five arbitrators shall be appointed from

among the shareholders who are neither members of

the Management or of the said Board, nor are in

any way in the service of the Bank, Two of the

arbitrators shall be appointed by the Board and two
by the Management, while these four together shall

nominate a fifth arbitrator. This body of arbitrators

shall give a final decision in the difference between

the Management and the Board of Directors,

Article 39,

1, If the Government Commissioner cannot sanction

the Balance-Sheet and the profit and loss account which

have been approved by the Board of Directors, or

eventually by the arbitrators according to the preceding

article, and a consultation with the Management and

the Board of Directors has not led the Commissioner

to withdraw his objection, this diff"erence of opinion

shall be placed before a board of three arbitrators,

none of whom may be shareholder. One arbitrator

shall be appointed by the Government Commissioner

and one by the Board of Directors and the Management,

and these two shall appoint a third between them.

If the first two arbitrators cannot agree as to who

shall be the third, this third arbitrator shall be appointed

by the highest judicial court in the State of China.

2. This body of three arbitrators shall return a

final decision on the diff'erence of opinion between the

Government Commissioner and the Management of

the Bank, and will consequently determine the Balance-

Sheet and profit and loss account.
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Article 40.

1. The Bank shall create a Reserve Fund up to

the amount of the capital of the Bank. Should the

amount of the capital be raised, the Reserve Fund
must also be added to until it has reached a similar

amount.

2. The Reserve Fund shall be invested separately

and shall be kept outside the business of the Bank.

For the purposes of investment of the fund, first-class

and easily negotiable foreign securities shall preferably

be selected. The choice ofthe securities selected shall

be submitted to the approval of the Board of Censors,

Article 41.

1. If a net profit has been made on the Bank's

business during the preceding financial year, a dividend

up to 6% shall in the first place be laid aside on

behalf of the shareholders. The dividend will be

paid after the ordinary meeting referred to in Art. 35

has been held in which the approved yearly balance-

sheet has been laid before the meeting of shareholders.

2, If, after this amount of 6% on the share capital

has been deducted, any profit should remain, this

surplus shall be distributed in the following manner :-

I- 25 0/q of this surplus is to be paid into the

Reserve Fund until this fund has reached the amount

of the Bank's capital; when and as long, however, as

the fund has reached and remains at that figure, only

10% of this surplus is to be paid into the fund.

II. 25 % to be paid as bonus to the Management,

the Board of Directors and a separate amount of it
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to the Board of Censors, to the Managers of the

branches and agencies and further ofificials of the Bank

if this should be due to them according to regulations

made by the Management in agreement with the

Board of Directors.

The basis of distribution of this bonus among the

various groups of persons and officials shall be drawn

up by the Management with the approval of the Board

of Directors, and they shall determine what portion

of the 25 % shall be paid to each group ofthese persons

collectively. The distribution among the officials

of the Bank according to their duties and merits, of

the proportion allotted to the groups of officials, shall

be determined by the Management in agreement with

the Board of Censors.

The basis of distribution to each group shall be

revised every three years in a combined meeting of

the Management and the Board of Directors, in order

to judge whether any amendments should be made

therein.

III. 25 0/0 to be paid to the State.

IV. 25 0/0 to be paid to the shareholders as a

supplementary dividend.

As soon and as long as the Reserve Fund has

reached the same amount as the capital the 15 0/0

which then remain will be paid:-

A. 10% to the State, and

B. 5 0/0 as a further supplementary dividend to

the shareholders.



277

CHAPTER VIII.

The amendment of Statutes.

Article 42.

1. Amendments in the Statutes may be effected at

the proposal of the Management or of at least 50

shareholders possessing collectively not less than

1000 shares. The advice in writing of the Board of

Directors shall be obtained on the proposed amendments.

2. The proposed amendments must be open to the

perusal of the public at all the offices of the Bank.

The shareholders shall be supplied gratis with a copy

of the proposed amendments, and persons not being

shareholders may obtain copies at cost price.

3. The proposed amendments must be submitted

to a meetinsr of shareholders to be convened not less

than three months beforehand by announcement in

newspapers at home and abroad to be selected by the

Board of Directors.

4. This meeting of shareholders shall only be

authorized to pronounce an opinion on the proposed

amendments if not less than two-thirds of the shares

issued are represented at the meeting, and valid

resolutions regarding the proposed amendments must

be passed by a majority of not less than two-thirds

of the votes returned at the meeting.

5. If at least two-thirds of the shares of the Bank

already issued are not represented at this meeting, or

if two-thirds of the votes returned at the meeting

are not in favour of the proposed amendment, the

proposals will be kept in consideration and may again
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be brought forward at a new meeting of shareholders

which is to be convened at a date not less than three

months and not more than six months after the first

meeting. At such a second meeting the shareholders

will have the right to pass valid resolutions with

regard to the proposed amendments, irrespective of

the number of shares represented at that meeting.

Not less than two-thirds of the votes returned at that

meeting are however required for the acceptance of

the amendments.

6. The Government Commissioner has the right to

object to the proposed amendments, and he shall be

bound to give his views on the subject at each of

the aforesaid meetings.

7. If the Government Commissioner votes against

the proposed amendments at a meeting in which

valid resolutions may be passed, they shall for the

time being be considered to have been rejected.

After the space of one year from the last meeting the

Management may however once more submit the

proposal to the shareholders as if it were a fresh

proposal. If the Government Commissioner again

votes against the proposals, the proposals shall be

considered to be definitely rejected.

CHAPTER IX.

Regulations relating to the period of
transition.

Article 43.

I. As mentioned in Art. 3 (2) the banks and

bankers who at present possess the privilege of issuing
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bank-notes in China will be deprived of this privilege

as from a certain date to Jpe determined by the

Government, which date shall not be earlier than one

half-year and not later than three years after the

promulgation of a law on the subject.

2. The Government shall, in agreement with the

Management of the Bank, appoint a commission whose

special duty it will be to lacilitate the withdrawal

from circulation of the notes of bankers and banking

concerns other than the Central Bank of China.

The Management of the Bank must be represented

on this liquidation-commission by at least three persons.

3. The methods of procedure to be employed by

this liquidation-commission shall be laid down in laws

to be promulgated later. The commission shall in

the execution of its duties make as much use as

possible of the Central Bank of China.





Appendix C.

Draft regulations for holders of accounts

current at the Central Bank of China.

While at the Bank of Java I made a special study

of the conditions and regulations for holders of current

accounts and I drew up the General Regulations for

that bank of issue and have put them into practice for

more than six years. During this period, with the

exception of a few alterations, they have proved to

be most practical and efficient. Whereas these

General Regulations are not only applicable to a bank

of issue in the Netherlands Indies but also contain

the fundamental principles which practically every

bank of issue could lay down in respect of its

customers, I have taken these General Regulations

as a basis for the following draft for the use of the

Central Bank of China, particularly as I am now, after

an experience of more than six years, convinced of

their efficiency.

Draft of general conditions and regulations

for keeping an account current with
the Bank of China.

I. The Central Bank of China will open a current account in

the name of any individual of good repute who can establish his

identity to the satisfaction of the Bank.



282

2. The holder of a current account (hereinafter called the customer

or the depositor) may dispose of the balance of his current account

or on account of any credit granted to him against the deposit of

securities, commercial paper, goods, commodities or merchandise,

coin or bullion, or shipping and storage documents representing

them, real property or any other security, at the office of the Bank

where the agreement was made, by receipt or cheque, by drawing

bills on same, by transfers, by making bills and other commercial

paper payable by the Bank against such account, by means of

remittances or telegraphic transfers payable at other offices, and in

any other way which may be agreed upon later.

Transfers to, or the disposal of funds or telegraphic payments

at, other offices, will be effected in accordance with the rules and

regulations separately published by the Central Bank of China, in

which will be mentioned the rate of exchange should there be any

occasion to do so.

3. The Central Bank of China will supply on application cheque

books and transfer forms to be used to withdraw money from the

Bank or to effect transfers to another account. The customer is

responsible for any misuse by unauthorized persons of the said

cheques or transfer forms and is liable for the consequences of such

misuse. Customers are therefore urgently recommended to prevent

the said cheque books or transfer forms from coming into the

possession of unauthorized persons.

4. The Central Bank of China does not accept commercial paper.

5. The Central Bank of China will close the accounts current

twice a year, viz., on the 30th. of September and the 31st. of March

according to the Gregorian Calendar, and will then calculate and

charge interest, commission, the cost of postage, telegrams, telephone

messages and similar expenses.

The customer may on application have his account current closed

on another date, e.g., on the 31st. of December. On closing the

account the Central Bank of China will send the customer a statement

of the balance of the account current and a statement showing what

securities are in the safe custody or administration of the Bank or

deposited in pledge against loans with the Bank. If the customer

believes the statement of account not to be correct, a detailed account

current will be supplied.
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6. The Central Bank of China will, at the offices indicated by

the Bank, undertake the custody of coin, bullion, and other precious

metals; diamonds, securities, docrftaents and other objects of value,

the custody of which, in the vaults of the Bank, is desired by the

applicant. These objects may be placed in "open'' or "sealed"

custody of the Bank. Objects will only be accepted in sealed

custody if they are packed in iron or steel chests, metal or wooden

cases, trunks or metal boxes, in good condition, furnished with a

proper lock. The Central Bank of China may demand at any

time that the contents of such chests or boxes be shown, and that

they shall for the purpose be opened in the presence of one

of the Bank's officials, in order to ascertain either the nature or

the value of the objects placed in the sealed custody of the Bank.

7. The charge made for such closed custody shall be calculated

either according to the value, to be determined in agreement with

the Central Bank of China, or according to the dimensions of the

parcel. The Central Bank of China shall decide on what basis

the value of the objects shall be calculated.

8. The Central Bank of China will on application undertake

the administration of securities which are deposited in the open

custody of the Bank or left as pledge against loans in any shape or

form. The charges made for such custody will be higher than if

the securities are placed in the custody of the Bank without

administration. In the case of the administration of securities

deposited as a pledge against advances in account current or in

any other form, the interest on such advance shall at least equal

the amount that would be charged only for placing the same securities

in safe custody with administration for a similar period. If the

interest on the loan is less than such amount, an additional charge

will be made which, added to the aforesaid interest, will equal the

full fee for custody and administration.

If the Central Bank of China has assunaed the administration of

securities placed in its custody or deposited in pledge the Bank

will cut off coupons and dividend-warrants and will cash same; it

will cash redeemable securities and will receive payments on them,

obtain coupon or dividend sheets against the delivery of the talons,

will clTect the conversion of securities and will exercise claims and

other rights of preference; it will compare the numbers of the

securities with those drawn in connection with the redemption of

same, all of which shall be done at special rates should the Bank
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see fit to charge same. The sale or purchase of claims and the

insurance of securities against the risk of being drawn out, will only

be done by the Bank at the explicit request of the owner of the

securities. The Central Bank of China will pay the utmost

possible attention to these transactions, but will however be in no
way liable for having omitted to exercise in time any right the

depositor may possess. The depositor is therefore recommended,

in his own interest, to keep the Central Bank of China advised in

writing of such dates, particularly with regard to exceptional kinds

of securities.

9. The Central Bank of China will devote the same care and

attention to articles placed in its custody or which it has in pledge,

as it does to its own property, but it will not take any responsibility

beyond this. The head office, the branches and the agencies of

the Bank are authorized, if in their opinion there should be any

reason to do so, to remove the property in their custody, even

without the knowledge or sanction of the depositor, to another

office of the Central Bank of China or to another place, at the

expense and risk of the depositor. The depositor will however

be advised of such removal within twenty-four hours, if such is

possible. This power of the Bank to remove property may never

be considered an obligation in the case of war or any other event

whatsoever.

10. The regulations and tariff of charges for both open and

sealed custody or the deposit of security with administration or

without, shall be laid down by the Central Bank of China, and may

be changed at any time. Any alteration of the tariff will be

applied to deposits, then in the possession of the Bank, after the

expiration of the current six months on the 30th. of September or

31st. of March. Copies of the rules and regulations relating to

deposits in the custody of the Bank shall be obtainable at all the

offices of the Central Bank of China. Any changes in the regu-

lations will be published in the State Gazette or other official

newspaper to be indicated by the Board of Censors and approved

by the Government Commissioner, in which paper or papers notice

will be given that printed copies of the altered regulations are

obtainable at the offices of the Central Bank of China.

II. If the fee for the custody of any object is calculated

according to the value agreed upon between the depositor and the
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Bank, the charge will also include an insurance premium, i. e.,

insurance against the ordinary risks of fire and burglary, so that

the depositor is insured against these risks by the Central Bank

of China. If sealed deposits are charged for according to size

only, the insured value will be considered to be the fixed amount

of $25 (or 50 new units) for every cubic metre of space or portion

thereof occupied by the deposit, and the Central Bank of China

will not accept any liability for the loss of property exceeding this

amount in value, even if the depositor should prove that the deposit

was of greater value than such amount.

12. In the event of general catastrophes, such as floods,

earthquakes, volcanic eruptions, war, riots or similar circumstances

in which large numbers of people are simultaneously exposed to

sudden danger, the Central Bank of China will not be responsible

to the depositors for the damage, loss or destruction of the deposits

under such circumstances, unless it can be proved that the Bank

did not take the necessary precautions in its power. This also

applies to the removal of deposits to another place, as mentioned above.

13. Depositors may have their securities kept at any office of

the Central Bank of China or elsewhere, with the sanction of the

Management, For the custody or administration of securities

elsewhere than at the place where the depositor resides, no extra

fee will be charged unless the Bank itself should be put to any

expense in consequence. If securities are left in the care of

offices other than those of the Central Bank of China, for which

the express sanction of the Bank is required and which sanction

may be revoked at any time, the Bank of China will assume no

responsibility whatsoever in connection with such securities or for

those other persons or offices, but may nevertheless charge its full

tariff of fees.

14. For the convenience of its depositors, the Central Bank of

China is prepared to undertake the purchase or sale of securities

for investment purposes in China or on foreign Stock Exchanges.

Any orders will always be executed through bankers, brokers and

jobbers to be selected by the Central Bank of China or if selected

by the depositor, they must be approved of by the Bank. The

Bank however assumes no responsibility whatever with regard to

the said persons entrusted with the execution of orders, even if they

were selected by the Bank itself, nor for the proper execution of
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such orders, seeing that the Bank only undertakes their transmission

for the convenience of its customers. The Bank will charge its

depositors with the cost of insurance, postage and commission

charged to the Bank itself but over and above this the Bank will

charge a commission of 2 per thousand on the nominal amount up

to par inclusive of the securities sold or purchased, and if above

par, on the actual amount paid. The Bank may decline to carry

out any orders given, without stating any reason for such refusal.

The acceptance or transmission of orders by telephone or telegraph

will be done exclusively at the risk of the depositor. Purchases

will only be made as far as the balance in the favour of the

depositor or his credit allows for the payment of the purchase made,

and the sale only of securities which are in the possession of the

Central Bank of China or of third parties on its behalf, and are

in good condition.

Purchase or sale of securities in foreign countries will always be

deemed to have been effected subject to the rules and customs on

the point in force in such countries.

15. The Central Bank of China undertakes the cashing of bills

and other paper, collection of moneys, both in China and foreign

countries, on payment of commission and the rate of exchange

fixed in the regulations. The Bank will devote the utmost care

and attention to these services and will as far as possible have the

paper protested in good time should such be desired. The Bank

may however never be held responsible for neglecting to protest

in time, when this was desired, nor for the protest by later holders

although the bill was made out "without protest", nor for any expense

incurred in returning same and all such expense and loss will be charged

to the depositor, unless it be proved that any loss was due to the

negligence or omission on the part of the Central Bank of China.

1 6. If the Bank is requested to present bills for acceptance, it

assumes no responsibility whatsoever with regard to the genuineness

of the signatures or as to the regularity of the acceptance, when

such at first sight seemed to be correct.

17. If the Bank is requested to accept or deliver shipping and

similar documents, the Central Bank of China will assume no

responsibility whatsoever with regard to the genuineness, completeness

or validity of such documents.
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1 8. The Central Bank of China does not supply any information

as to the standing of persons, except in special circumstances at

its discretion.

19. The Central Bank of China is prepared to pay, on behalf

of persons not being depositors, bills and other commercial paper at

its offices, provided the means wherewith to meet such paper is

deposited at the office where the payment is to be made, together

with a commission of two per thousand (minimum 50 dollar cents

or X unit) not less than a day before the date on which the paper

is due.

20. All securities, commercial paper, merchandise, warrants and

bills of lading and other valuables, real or personal property which

the Central Bank of China has received and holds on any ground

whatsoever, or which are held by third parties on its behalf in any

form whatsoever, or which are transferred to the Bank by depositors or

others on their behalf, shall serve as security for the due payment

of all sums which the depositor may have drawn, by way of advance

in account current, by means of bills or acceptances, endorsement

of commercial paper in the hands of the Central Bank of China,

or for the payment of any debts which he owes or may owe later

to the Central Bank of China. A blank endorsement or signature

will secure to the Central Bank of China all rights issuing from the

bill or from the full transfer of other commercial paper.

21. From the above liability are however excepted any securities

deposited with the Bank for the purpose of exchanging same or of

receiving dividend, or of changing the coupon sheets, unless such

are expressly deposited in pledge iwith the Bank, and further any

property which is simply placed in the custody of the Bank, the

depositor not owing the Bank anything on account of such custody

but the commission and other expenses. This regulation is without

prejudice to the right of the Central Bank of China to retain such

property, or to any conditions stipulated in special agreements or

deeds made between the depositor and the Bank. In case of the

Bank having to indemnify itself by disposing of the security, the

Central Bank of China will determine in what order the various

parcels are to be sold.

22. The Central Bank of China reserves the right to charge

the depositor with the value of any commercial paper signed by

the depositor either as drawer, acceptor or endorser, and endorsed
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to the Bank either by the depositor himself or by another person,

holder of the bill, in the event that such a bill has been protested

by reason of non-payment, non-acceptance or lack of security,

together with any cost of such protest, without returning the paper

and with the express reservation that the Bank may enforce its

rights issuing from such paper upon all the signatories to the paper,

irrespective of the depositor's liability for the amount of such paper

with all expenses. On full settlement of the Bank's claim by

third parties, the Central Bank of China will remove from the

depositor's account the amount thus debited to it.

23. An advance or credit for whatever period it is granted, may

be recalled by the Central Bank of China immediately, regardless

of the period for which it was contracted, and the debt will be

recoverable without delay if the financial standing of the depositor

should be obviously impaired. This will in particular be deemed

to be the case if the depositor stops payment or announces that he

will do so, if any paper accepted by him was protested for non-

payment, if he applies for surcease of payment, or if legal distraint

is laid upon his goods. In these cases, the Central Bank of

China may, twenty-four hours after having duly advised the depositor,

proceed to dispose of the security in its possession, subject to any

arrangement which have been made upon this point in special

agreements, which special agreements shall take precedence of these

general rules.

24. The Central Bank of China is authorized to cause to be stamped

with revenue or other fiscal stamps all securities, commercial pa.per

and bonds which may be deposited at the Bank or are in the

possession of others on its behalf, and which according to the laws

of the country where these securities are kept, are liable to stamp

or other duty, on behalf and at the expense of the depositor, should

such stamping prove to be necessary.

25. The Central Bank of China will not open any account

for, or undertake the custody or accept as security property of,

and in the name of institutions, societies, corporations or firms

which are not legally incorporated. Such bodies of persons may

have their accounts opened in the name of one or more of their

managers or other persons, provided no mention is made of the

capacity of those persons, as the Central Bank of China cannot take

such qualification into consideration. Legally incorporated bodies
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and firms may open an account in the name of the corporation

or firm, if they will indicate who shall, with regard to the

Central Bank of China, be entitle(f to draw upon the account and
sign acquittances on behalf of the body corporate. Such indication

will remain in force until the Central Bank of China has been advised

in writing that such person is no longer entitled to sign, and the

Bank will be acquitted from any liability for any payments made
to such person or persons until the revocation in writing has been

received by the Bank.

a6. In the same manner, the appointment of a proxy or attorney

in any form whatsoever, made by the depositor in connection with

his account, shall remain in force until the Central Bank of China

has been advised in writing that it has been revoked. Until such

time as the Bank has received this written advice, it shall not be

liable for any payments made to such proxy or attorney duly

receipted by him.

27. The Central Bank of China is also prepared to open an

account, to undertake the custody of property of, or accept security

in the name of more than one individual, but not exceeding three,

on the condition that the co-operation of more than one person is

required for the disposal of the deposit and provided it is arranged

to the satisfaction of the Central Bank of China, who shall be

entitled to draw from the account in case of the absence or decease

of one or more of the parties.

38. The Central Bank of China will also open an account, or

undertake the custody of property for or accept security in the name
and on behalf of more than one individual but not more than three,

on the condition that each of the depositors as personal creditor

may draw the entire balance, credit or securities of the account,

and that the acquittance of one individual alone will serve the Bank
in lieu of full discharge and release in respect of the others, provided

that each of the said personal creditors shall mutually appoint each

other to be each other's executor in case of the decease of either

of them, and that surh executor shall, with regard to the Bank,

have the right to take possession of their estate. This appoint-

ment of executors may only be revoked with the full ccgnizance

and sanction of the Central Bank of China.

39. If any account with the Bank is opened in the name of

persons in their capacity of guardians, trustees, executors or other

IB
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capacities recognized by law, the Central Bank of China may, every

time the account is drawn upon, demand proof that the person is

still in function.

30. On the decease of a depositor the Central Bank of China

may demand an official extract from the will of the deceased or

any other proof at its discretion, in order to ascertain who are the

legal heirs. After having handed the property of the deceased

to his heirs as defined in the will or other documentary proof, or

their proxy, the Central Bank of China will be fully released from

further liability with regard to such account. The Bank will also

be released from any further liability when the property of the

deceased has been delivered to the executors having the right to

take possession of the estate.

31. Notices and communications addressed to depositors shall

be deemed to have been duly sent by the Bank and received by

the depositor if they were addressed by registered post to the

depositor's address last known to the Central Bank of China.

32. Unless otherwise agreed upon every depositor shall select

his address for service on business connected with the Bank in

China at the office of the Central Bank of China where he opened

the account. At that address the Central Bank of China may

cause all legal and other writs and summons to be served upon

the depositor, copies of which will be forwarded by registered post

to his last known address as described in the preceding paragraph,

and the Bank shall not be obliged to prove having forwarded same

in court of law. This address for service shall be transferred to

the legal heirs.

33. The Central Bank of China reserves the right to make any

change in these regulations. Due notice will be given of such

change in accordance with paragraph 10.



Appendix D.

On the annexation of Formosa and Korea, Japan

was faced with similar conditions in monetary matters

as are now awaiting solution in China. It is therefore

most interesting to see in what way Japan solved the

problem, and one can see how it was done from the

extracts quoted below from an official Japanese public-

ation "The Thirteenth Financial and Economic Annual

of Japan, 191 3". From this publication it appears :-

I. That in Formosa and Korea, even after the

introduction of the theoretical gold standard, silver

on the silver basis remained in circulation as

well as gold;

II. that side by side with the gold standard bank-notes

payable in silver coin on a silver basis were

also in circulation;

III. that in those regions Government taxes were

also payable in silver, notwithstanding the fact

that the Japanese Government had adopted the

gold standard;

IV. that bank-notes in very small denominations

were brought into circulation and were readily

accepted by the population. In Korea, bank-notes

of 50, 20 and even of 10 Sen were issued (one

Sen is the looth. part of the Japanese Yen).

Since 1905 however the issue of bank-notes of

50 Sen and less has been discontinued, but notes

of I Yen are still being issued.

When, after the war with Russia, a part of the



292

province of Kwantung came under the suzerainty of

Japan, the Japanese Government was also faced with

the fact that the silver standard was in use in those

regions, and although Japan introduced its own gold

coin and gold notes into that province, silver remained

in circulation side by side with this Japanese medium

of circulation.

The following communication, extracted from "The

Financial and Economic Annual of Japan 19 13" will

amplify the above.

FORMOSA.

Currency System of Formosa.

As regards the currency system of Formosa, up to

October, 1908, recognition was given to the circulation

at the market price in gold of the silver yen similar

to that in circulation in Japan Proper until the revision

of the Coinage Law in 1897; but the exchange of

silver was brought to a conclusion at the end of

April, 1909, and in the same month of 191 1, the

Coinage Law was brought into operation, so that the

system in Formosa is now, in business practice as

well as by law, absolutely identical with that in force

in Japan Proper.

The Bank of Taiwan issued at first bank-notes

convertible into silver yen ; but these notes were, upon

the reform of the currency system, withdrawn from

circulation by December, 1909. The bank now
issues bank-notes convertible into gold coins and
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holds as conversion reserve gold and silver coin

and bullion to the same amount as that of the notes

issued ; it may further issue notes to the amount ofyen

10,000,000 (£ 1,024,275) on security ofreliable securities.

Should it be necessary to issue notes over and above the

amounts just mentioned, the permission of the Govern-

ment must be obtained and an issue-tax of not less

than five per cent must be paid in respect of the

excess issue.

Banking ana Coinage Svstem.

Although there was, at the time of the cession o

Formosa, no organised system of monetary circulation

in the island, yet on account of the smallness of

transactions, no great inconvenience was felt in the

circulation of capital; but with the development of

industry after the cession was recognised the necessity

of establishing banks as organs ofmonetary circulation,

consequently, in 1899 the branch offices ofthe Thirty-

fourth Bank of Osaka were established in the island,

and in 1897—99 the Bank of Taiwan, which may be

called the central bank of the island, came into

existence and was followed by the Taiwan Savings

Bank, the Kagi Bank, the Shoka Bank, and the Taiwan

Commercial and Industrial Bank, with which the Taiwan

Savings Bank was amalgamated in August, 191 2.

When Formosa became a Japanese possession, there

came into circulation, in addition to the already com-

plicated currency in use from former times, the notes

of the Bank of Japan, the silver yen, and subsidiary

coins, so that the coinage system of the island fell
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for a while into the wildest confusion. When the

gold standard was adopted in October, 1897, in Japan

Proper, the Government, after carelul consideration of

the old usages of the island and its trade relations

with the Chinese mainland, decided to allow for the

time the circulation in Formosa of silver coins calculated

on gold basis and to establish when opportunity offered

the same system as in Japan Proper; and in November

of the same year the first official rate of exchange

was published.

Thus, the coinage system of Formosa was that of

gold monometallism, in which silver currency was used

as substitute ; and the Bank of Taiwan was permitted

to issue bank-notes convertible into silver ;j/^« by Law
No. 38 promulgated in April, 1897, but the frequent

changes in the official price of the silver yen, added

to the very great variety ofthe bank-notes in circulation,

not only made the methods of calculation in business

transactions extremely complicated, but also tended

to foster a spirit of speculation; and the evil soon

grew to such an entent that, in 1903, it was considered

no longer possible to defer the reform of the coinage

system. Consequently, as a temporary measure to

meet the emergency, an Ordinance was promulgated

in June, 1904, permitting the issue of gold notes by

the Bank of Taiwan, which was carried into effect in

the following month. In 1906 the bill for the revision

of the Bank of Taiwan Law was brought before the

Diet in its twenty-second session and approved; and

the law was promulgated in February, and the

ordinance of 1904 was abolished in June ofthe same year.

And since the issue of gold notes, their circulation
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has been going on veiy smoothly and has proved
most convenient in all transfctions, and the withdrawal

of silver notes from circulation has made marked
progress with the increase in the circulation of gold

notes. Moreover, it appears that the old custom

which prevailed among the islanders of hoarding up
their gold and silver is gradually disappearing and
deposits in banks have in consequence somewhat
increased.

Again, by the revision of the Coinage Law in April,

1906 and March, 1907, the weight of pure metal in

the subsidiary silver coins was altered.

By an ordinance which was issued in October, 1908,

the importation from Japan Proper or abroad of silver

yen and foreign silver coins exceeding in value one

hundred yen when converted into Japanese currency

and of foreign subsidiary coins and unrefined silver

exceeding three yen in value was prohibited; and a

similar importation of silver yen and foreign silver

coins, the aggregate value of which exceeds one hundred

ven, was also prohibited. Further, the payment of

public dues in silver yen which had been permitted

in the island was prohibited by Ordinance No. 16 in

the same month of the same year. Up to April, 1908,

the Formosan Government exchanged the silver;j/^« for

gold; by Ordinance No. 19 in the following December,

the 31st of that month was proclaimed to be the last

day for the use of silver notes; and by Law No. i

in March, 1909, the 31st December of the same year

was fixed upon as the final day for the conversion of

these notes. The amount of silver notes still in

circulation at the last-named date was about yen
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23,ooo ^£ 2,356); and the Bank of Taiwan adjusted

the matter on that day by deducting the above sum

from the Bank-note account.

On the 1st April, 191 1, the Coinage Law came into

force in the island; and as stated above, an Ordinance

was promulgated in June, 1904, permitting the Bank

ofTaiwan to issue gold notes. Since then the currency

of the island has practically been on the basis of gold

monometallism; and thus it has become uniform with

the system in force in Japan Proper.

KOREA.

Currency.

The present coinage system of Korea is based on

the Coinage Regulations (Imperial Ordinance No. 4,

1 901) issued under the former Korean Government.

As these regulations were modelled on the gold

system of Japan Proper, no inconvenience was felt in

regard to the currency when the annexation took place

in August, 1 9 10, and the regulations continue for the

present to be in force ; and although the circulation of

the existing coins is not prohibited, they are being

gradually withdrawn from circulation simultaneously

with the diffusion of Japanese coins. Further, there

are still in circulation, though not to a large extent,

old coins which have been in circulation from old
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times in Korea, and silver and copper coins issued

under old regulations prior ^o the promulgation of the

regulation above mentioned, and although their currency

is still recognised, they are being gradually exchanged

and withdrawn.

Bank-notes.

The bank-note system first came into existence in

Korea with the issue of the notes by the Dai-ichi

Ginko in 1901. The former Korean Government

recognised their unrestricted use in public and private

transactions. They were of six denominations, ten

yen, five yen, one yen, fifty sen, twenty sen, and ten

sen; but in 1905, upon the adjustment of the currency

and the issue of new subsidiary silver coins, the

former Korean Government decided not to issue any

more notes of fifty sen and smaller denominations.

When the Bank of Korea was established in 19 10,

these bank-notes were taken over by that bank; and

when the Bank of ChSsen came into existence after

the annexation in August of the same year, they were

taken over by the bank.

The following are the main points connected with

the notes of the Bank of Chosen :-

The bank-notes issued by the Bank of Chosen are

permitted to circulate unrestrictedly within thej urisdiction

of the Government-General of Korea and are exchange-

able with gold coin and convertible notes issued by

the Bank of Japan. Against their issue must be

provided a reserve of the same amount, consisting of

gold coin, gold and silver bullion, and convertible
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notes of the Bank of Japan ; silver bullion, however,

must not exceed one fourth of the total reserve.

In addition to the above, bank-notes to the value

not exceeding yen 30,000,000 (£ 3,072,826) may be

specially issued on the security of national loan bonds

and other reliable bonds and commercial bills ; in such

case, however, an issue tax must be paid at the rate

of not less than five per cent per annum on the

amount so issued.

KWANTUNG PROVINCE.

Currency and Organs of Monetary Circulation.

The currency was until lately silver, which was

computed and taken at the current price; but from

November, 1909, it was decided to take gold as the

standard. Still, the use of silver is recognized as

hitherto, and now both gold and silver are taken;

and accordingly, in the transactions in the principal

markets of Manchuria the convertible notes of the

Bank of Japan are largely used.

The only organs of monetary circulation were

until recently the Dairen branch and Port Arthur

agency of the Yokohama Specie Bank. However,

with the development of Dairen City, the organs of

monetary circulation also gradually increased. In

February, 1909 the Seiryu Bank established a branch

in the city, followed by establishment of a branch
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there by the Taishin Bank in June of the following

year. In July of the ^me year, the Yokohama

Specie Bank, with the object of aiding in the development

of commerce and industry in Manchuria in accordance

with the orders of the Government, began to make

special long-term loans at low interest. All these

matters served to promote the circulation of money

in every direction.
















